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Ottawa, Ontario 
Friday, February 10, 1950. 


MORNING SESSION 


THE CHAIRMAN: Very well, Mr. Brazier. 
MR. BRAZIER: Mr. Chairman, at the conclusion 
yesterday, I had just completed my examination-in-chief 


and Mr. Brown is now available for cross examination. 
MR. J. E. BROWN - RECALLED 


CROSS EXAMINATION BY MR. EVANS:- 

Q. I will try not to keep you too long, Mr. 
Brown, but there are some more or less general questions 
that I would like to discuss with you for a moment. 

THE CHAIRMAN: Would you please speak up, 
Mr. Evans. I know it is not easy. 

-MR. EVANS: Q. May I suggest to you, Mr. 
Brown, that the cost of service principle involves the 
allocation of the full cost to each group of commodi- 
ties or each commodity so far as that cost can be 
ascertained. I am not arguing whether you should make 
a study or whether you should approximate, but as a 
principle it is the allocation to a commodity or 
group of commodities of the cost of carrying that 
commodity. 

A. That is all the operating costs, elements 
of the operating costs. 

Q. Whatever we may discuss as to what 
constitutes cost (and I want to come to that later) 
I want to get principles here now: that as a principle 
the cost of service principle is the allocation to 
commodities or to groups of commodities of the costs 
of carrying those commodities so far as they can be 


ascertained, whether you use a formula or whether you 
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use a study. 

A. Yes, but again I don't know whether 
we are using the word "cost" in the same sense. 

Q. I let you reserve that because I want 
to come to that. 

A. Right. 

Q. Now then, the value of service principle 
on the other hand - - jyerhaps I should say before 
that, the costs which go to make up the costs which 
are to be applied under either principle consist of 
those costs which are variable and those costs which 
are not variable, whatever they may be? 


A. That is true. 
Q. And whether you say 100% are variable 


or whether you say 70% are variable, I want to differ- 
entiate in principle with you, that in the application 
of either principle the costs which are dealt with 
are those which are variable and those which are 
constant, whatever they may be. 

A. Yes, with the reservation as to what 
is included in cost. 

Q. I want you to reserve anything you 
like. We will come to the details of this later. 
Now then, on the value of service principle, and 
again without getting into a dispute as to the 
technical result of using particular words and 
purely as a matter of principle, the theory of the 
value of service principle is that each commodity 
or group of commodities will pay what we might call 
out-of-pocket costs or average variable costs as a 
sort of minimum, and each of the commodities or 
groups of commodities will contribute in varying 


degrees towards the other character of costs, the 
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constant costs, depending upon what the traffic will 
bear. 

A. May I repeat what I think you are saying? 

@.° "Yes. 

A. I think you are saying that each move- 
ment of traffic must bear all its variable costs and a 
portion of the constant costs; again, speaking just 
of operating costs, not considering any return on 
investment. 

Q. Yes. 

A. If that is what you are saying. 

Q. Yes, a proportion, but the distinction 
I want to make for the moment as a matter of principle 
is that the proportion varies according to the principle 
of what the traffic will bear, rather than to allocate 
directly proportionate to the traffic those constant 
costs. 

A. I believe that is the - -' 

Q. I don't want to get at cross purposes 
with you, I want to get a clear understanding of what 
we are talking about, and I want you to be perfectly 
free to check me if I am not putting it fairly, because 
I am trying to get down to principles with you and I 
am not going to quibble on language at the moment. 

When we get to examining these various definitions 
of these things, then we will perhaps be a little more 
technical. 

A. Well, once again I think that you mean, 
and it is my understanding that you mean, that a 
particular movement must cover all its variable costs. 


THE CHAIRMAN: Will you please repeat that? 
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A. I believe Mr. Evans means that a 
particular movement of traffic - - 

Q. A particular movement? 

A. Yes, any particular movement of traffic 
must cover all its variable costs and some portion 
of the constant costs of the business. In this case 
I am suggesting that these constant costs do not 
include any return on investment necessarily. I am 
not sure whether Mr. Evans and I are at cross pur- 
poses. 

Q. Well, if you could get a definition 
which you would both agree as to what is meant by 
cost, what is meant by the cost of service principle, 
and what is meant by the value of service principle, 
of course then we would know where to go ahead from; 
but unless you agree in the premises it is pretty 
hard for us to follow. 

A. Mr. Chairman, I make the distinction 
between cost - I break that off at operating costs, 
and I say anything above that is return on investment. 

Q. Anything above operating costs - - 

A. Anything above operating costs is 
return on investment. It may not be an adequate 
return, but at least I think it is a return. 

MR. EVANS: But what I am concerned with, 


my lord and Mr. Brown, is to get the principle esta- 


blished. Now, what may be the amount of variable costs 


and what elements go to make up that cost, I am not 
dealing with for the moment. I am not going to avoid 
that, but I am going to come back to you on that. I 


want to get down to first principles. I want to get 


the prime difference between the two principles established 
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in the record according to your view. Now, I think it 


is pretty well accepted that the cost of service principle 


allocates all the costs to the traffic. 

A. As a process. 

THE CHAIRMAN; Are you agreed on what "all the 
costs" mean? 

| MR. EVANS: May I come to that when I come to 
deal with what constitutes costs, sir? I want to get 
the principles established and from there I hope to be 
able to deal with these various elements of cost and 
the terminology involved. 

THE CHAIRMAN: You cannot establish the 
principle without being sure of your facts, because 
the facts precede the principle; that is, if you have 
one idea of what the facts are and what cost means, 
and Mr. Brown has another, you are going to shoot off 
in different directions. I am anxious to try to 
settle it now, so that from now on we will know you are 
speaking of the same thing, and when you question Mr. 
Brown he answers you. 

MR. EVANS: My submission will be that until 
we get at one on what the principle involves, it is 
idle to examine the constituents. 

THE CHAIRMAN: All right, get on to the 
principle, Mr. Evans, if you think that is the best way. 
What is the principle? 

MR. EVANS: Q. Now having got what I under- 
stand is your agreement as to what the cost of 
service principle involves, I think you will agree that 
the value of service principle involves as a minimum the 


variable costs plus a varying contribution to the other 
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costs or the balance of costs,whatever they may be. 
A. I will accept that for the time 
being. 


(Page 14850 follows) 
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Q. And thet the varying contribution is on the 
principle of what the treffic will bear? That is the 
populer expression? 

A. 728, 

Q. Now, I want to establish that in your mind as 
the prime difference between the two principles. On the 
one hand the cost of service principle ellocating ell the 
cost to the treffic and on the other hand the value of 
Service principle allocating as a minimum voriable 
costs and allocating in proportion to what the traffic 
will bear varying amounts of the other costs. 
whatever they may be. Now then, in that sense the 
value of service principle may be open to populsr mis- 
conception because of the use of the words"value of service" 
to describe the principle and I suggest that to you? 

A. I would say yes, that is possible. 

Q. And I suggest to you that possibly the reason for 
that misunderstanding or misconception, if I may put it 
that way, is that there is the tendency to overlook that 
the cost element looms quite large in the value of service 

| principle. Would you agree with that? 
A. I would say that is true. 

Q. Now then, again without getting into the exact 
meaning of these terms, it follows, does it not, that if 
there has been over a3 period en increase in the proportion 
of costs which hes been found to be variable with traffic, 


that the value of service principle will sutomatically 


| 
; 
| 
| 


take care of that if rates are made in accordance with the 
value of service principle? 

A. Yes, I suppose thet must follow. 

Q. So thet the first proposition I want to put to 
you is that we have between the two primsrily a difference 


in principle in the way you deal with these costs above 
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average variable costs and that, therefore, when you ere 
asked to choose between the two, you ere really asked 

to chase between the principle applicable to the two, 
ere you not? 

A. Well, yes, I suppose that must follow, I would 
say. 

dete If the difference is one of principle and you 
are choosing you must choose . that principle? 

A. Yes, I would say so. 

Q. Now then, if it is true that the average variable 
costs are increasing as time goes on -- and that seems 
to be the case, does it not? 

A. If it appears to be. 

Q. If that is true, then the application of the 
value of service principle will automatically, I suggest 
to you, reflect a closer approach to the allocation of 
all the costs? 

As Perhaps I should re-state that first answer 
instesd of saying thet the variable element appears to 
be increasing. I was asked whether I thought the variable 
element was increasing. I think perhaps the recognition 
that the variable element is greater than was thought 
is becoming more apparent. : 

THE CHAIRMAN: Now, are you coming to what is 
meant by the "variable element? 

MR. EVANS: I am going to come to that definition, 
Btw I am trying to develop these principles in 2 way 
that does not perhaps appeal to you, sir, but it is the 
only way I know at the moment to bring this thing from 
the principle to the specific. On the question as to 
whether average variable costs are increasing, I think 
that you may agree with this, that average veriable 


costs do tend to increase and the capacity of the plant 
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becomes more and more utilized? 

A. Oh, I would egree with that. 

Q. That is really what I hed in mind when I say 
that in these times of higher traffic volume there has 
been a tendency for the variable costs to increase? 

A. Not in thst sense. I am suggesting that possibly 
when the plant was originally built it was designed with 
@ very large excess capacity with the expectation that 
that would be filled in. Ultimately the plant becomes 
reasonably adjusted to traffic snd within a fairly wide 
range of levels of traffic there does not appear to be 
any marked change in the relative variability. 

Q, Then, let me put this to you, that in the 
depression, when the traffic was et a low level, you 
would expect to find the variable costs a lower proportion 
of the total cost than you would during the war years 
when the treffic was high? That is a11 I want to establish, 

Re Oh quite. I have never said there ere no con- 
stant elements, 

Q. I am not arguing that with you; I am merely 
seying that if there is a growth in the average veriable 
costs, then thet would automatically, if the value of 
service principle is applied, be taken care of in the 
espplication of the principle? 

A. In the sense that if you have a constant element 
of, say, $8,000,000 regardless of traffic then when your 
total operating costs are $100,000,000, then in that 
situation your constant is 8 per cent of your total. 

Now, if through change in the level of traffic your 
total operating costs become $200,000,000, then, of 
course, your constant is only 4 per cent because of the 


fact that you have se constant element. 
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Q. I follow you. Now then, it is of no consequence 
to me to argue that point with you but perhaps we can 
get on common ground here, that if the value of service 
principle is correctly applied, the average variable 
costs will be minimum and will be directly reflected 
in the rates. Am I clear with you on that? 

‘A. Well, I would think that the pricing agency 
would have to do that. 

Q. Now then, if you say that recent knowledge 
or study indicates that average variable costs are really 
higher than they were at first thought to have been, 
then what your quarrel would be with the value of service 
principle is that it has not been correctly applied; 
in other words, that the everage variable costs have 
not been correctly reflected in the application of the 
value of service principle? 

Ay Well, there is only one other thing with respect 
to that that I might say. Since in a sense the ‘railway 
is a public utility and therefore spparently must come 
under public inspection end examination 3 little more 
closely than other types of industry, even though the 
manegement may quite properly say, and in most cases do 
price a certain way, that is that there will be no price 
below, shall I say, out of pocket costs, the public sre 
not always assured thet those sre the facts. 

Q. All I am suggesting to you, Mr. Brown, is that 
you do not have to abandon the value of service principle 
to reflect in the rate structure the present knowledge 
as to the increased amount of costs which are variable? 

A. Well, shall we say that I could well essume or 
well appreciate the fact that whoever is in charge of 
pricing, say, the traffic manager, must obviously take 


those facts into consideration in pricing. 
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Q. As 2 matter of principle you do not have to 
abandon the value of service principle. That is the 
point I am making with you. You do not have to abandon 
the value of service principle merely because you now 
find that your average variable costs ere higher than 
you thought they were? 

ys Well, the remaining objection, shall I say, 
to the value of service principle again is that it may 
be 2 subjective valuation. 

Q. I did not put that question to you. I want 
you to answer the question as I put it because, after all, 
we will take some time if you do not, and I am not being 
rude with you. I just want to get it clear that quite 
apart from any other objection you may have to the value 
of service principle, you do not have to abandon the 
value of service principle merely because you find variable 
costs a larger proportion of the total costs than you 
had at first thought? 

ie Well, perhaps I could answer it this way. 

If every one could be assured that it Was priced so that 
no rates were below the variable costs, then we would 
achieve a oheen eteAS the same result? 

Q. Well on results, you see, we are on a different 
thing. 

THE CHAIRMAN: I am sorry, but I cannot hear. 
You start off all right and then you always fade. 
If you please, this is very important that we should hear 
211 of this and I wish you would make an attempt to speak 
to us here and not to Mr. Evans in 9 whisper. Would you 
repeat that plesse? 

MR. EVANS: I wes putting to him the proposition 


that the fact thet variable costs are a greater proportion 
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of the total costs than he at first thought they might 
be, does not in itself call for an abandonment of the 
value of service principle because if they sre in fact 
variable, the value of service principle takes care 
of it and Mr. Brown's answer was, I thought not quite 
a response to the question because he thought we might 
errive at the same place. If that is your answer, I will 
eccept it and pass on. 

THE CHAIRMAN: What is your enswer? 

A. My answer is that it is conceivable that you 
might arrive at the same place,:but generally speaking 
the public might not have any assurance that in all 
cases that would be achieved, 

Q. But are you not mixing up two things, what the 
public thinks and whet ere the facts, What sare the 
Cacts7 

A. Well, the fact would be that if the carrier 
always meticulously priced that way then, of course, 
you achieve that result, simply the same result, 
shall we say, Meee te own stipulation that it 
must necesserily be priced thet way. 

MR. EVANS: Of course, my submission will be 
in order to getthis clear on the record, that the 
result will be very different indeed. Have we finally 
got your answer on that last question? Is there anything 
more you went to add to it? 

A. Not for the moment. 

Q. Now then, my understanding of the snswer you 
gave to Mr. Brazier -- Before I leave that, perhaps I 
might suggest to you that you now would heve a better 
understanding of the confusion we have expressed in our 
brief of the difference between the application of the 


cost of service principle and more nearly on the cost of 


pets drits lita pee 
2 HET Teg sea fed ty lie Mie Ae se a 24 
. ae 
me Bi aa eee eee ru 1A Sealey os alias 


wie ¥a32) Felt Wy 


4 - ie en 4 
“ Ree FR *> eles rse a tat 


: 


shijauet 2 Toco (se 3 i 
pews Win ‘ ; L 
SHEN: 0 Hes) ages et P, 4:66 eet » 
a ‘hes 7 


4 


« mee. 
“4ob%to ‘al. 
a w p _ _ 


ee = a A) ae? 
LL iW dtveot Hh) 


oa 


swans: ach De sed tare teste Bh nati owcke ®. var 
2 . ia! as! ie : 


salt owen ive «tt OF ays f 


i inl n 


ais TS sory ar tabi i tt 


“an! 
e 


wise att sro pies sletor 


- 


——————————————— 


-14856- Mr. Brown cr-ex 


service principle or have I cleared that up in your 
thinking? 

A. Well, I suggest that we sre 3 little ambiguous 
in our statement. 

Q. Well, your criticism of our brief was that 


you thought there was no ground for confusion and I am 


ryine to clear up the matter. Abandonment of the principle 
is one thing and more nearly on the cost of service 
principle is another. 

As Well, perhaps again we sere misunderstanding each 
other. 

Q. Now, the first thing I want to discuss with you-- 
and I will not take long-is the elements of cost which 
you have, may I say, rather tossed overboard -- income 
tax, for example. Now, you say you do not regard income 
tax as an element of cost and I think you did qualify it 
"in the ordinary sense". Now, may I suggest this to 
you, that the sense in which we must look at all of these 
things is the rate making sense. You would agree with 
that? 

A. Well, I think the rete making or the level 
of rates, if you like, is certainly a subject apart. 
tL have never discussed the level of rates. 

THE CHAIRMAN: Is what? 

A. Is @ subject apart; it is not involved in this 

discussion. 
MR. EVANS: Well, I em going to involve it in 

the discussion. You may not went it involved, but I 
suggest to you that in order to consider what constitutes 
cost for rate making, whether you ere going to apply the 
value of service principle or the cost of service principle, 


you must take into account those costs which enter into rate 
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making? 

A. Again we may not see eye to eye es to wheat 
constitutes cost. We will have to leave it for the 
moment. 

Q. Could you answer the question as I put it? 

A. With the usual reservations, I would say yes. 

Q. Will you read the question again, Mr. Reporter? 

THE CHAIRMAN: Read it loudly please. 

THE REPORTER: "Well, I sm going to involve it 
in the discussion. You may not want it involved but 
I suggest to you that in order to consider whst con- 
stitutes cost for rate making, whether you are going to 
apply the value of service principle, or the cost of 
service principle, you must take into account those 
costs which enter into rate making?" 

MR. EVANS: Now, do you feel you cannot answer 
that question? I would say "311" those costs thst enter 
into rate making? 

A. Well, once again the main costs sre the 
operating costs and enything above that represents 3s 
return on investment. 

Q. And you do not recognize in the cost of providing 
railway servic these costs that include income tax and 
that sort of thing apart from operating costs? 

A. They may be considered in determining the rate 
of return on your investment. I think that is quite proper, 
probably. 

Q. I am asking you whether you consider or whether 
you do not consider these ss elements in the cost of 
providing service? 

Pris No, I do not think so. 

Q. And in thet respect you differ from the rate 


making authorities here and in the Umited States as regards 
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income tax? 

A. Well, I must admit that I have never resd,very 
many judgments of the regulatory bodies. I can well 
imagine thet they ssy thet capital is entitled to a 
certain, shall we say, "take home pay" and in so doing 
they may take into consideration the income tex that is 
going to be charged on the net profit. 

‘Q. Well, do you suggest that a railway company 
without providing for these things can be said to be 
providing services at cost unless it takes in these 
elements? 

A. Which elements are those, again? 

Q. Income tax and these other elements of cost 
other than operating costs? 

A. I am sorry; I missed the first part of your 
question. I may be probably answering it incorrectly. 
Q. Do you suggest that the cost to 2 railway 
company of providing service does not include those things 

w' itch are beyond and above operating costs? 

AN I am suggesting that is true. 

Q. Now then, 3s to the question of income tax, 

I put to you that the authorities here and in the United 
States have agreed that income tax, epart from excess 

profit tax about which there is a question, is a profit 
element to be considered in making the charge for operations 
and is therefore en element to be considered in fixing 
rates? 

A, Well, again if I can just give my own personal 
opinion of on the matter for what it is worth, if it is 


considered thet 5 per cent is an sdequate return on 


= investment -- 
‘ Q. I em still telking about income tax. 
A. If income tex -- then they may have to sward 8 per 


cent before income tex to net you 5 per cent. Now, I still 
don't think thet the income tex is cost in the ordinary sense. 
(Psge 14862 follows) 
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THE CHAIRMAN: Q. What is that? 
Ae That income tax is cost in the ordinary sense. 
MR. EVANS: Q. It is cost in the rate making 
sense for our purposes here no matter whether you want 
to apply the cost of service principle or value of service 
principle, The ultimate cost of providing that service 
must mean the servicing of capital and the nayment of 
income tax? 
A. Well, I cannot entirely agree to that use of the 
word "cost. " 
Q. If you do not agree with me then you do take 
the responsibility of saying that you do not agree not- 
withstanding that has in substance been the finding of 
the tribunals in this country and the United States? 
A. Again I think we are at cross purposes, t 
admit that it may be quite proper for the Board to take 
into consideration what income tax the carrier may have 


to pay on the net revenue. 


Q. Yes. 

A. And therefore, shall we say, make the net 
revenue larger so that it will give you a certain -- as 
I used the words before -- take-home pay. 


THE CHAIRMAN: Q. Is the only difference 
between you that you refuse to call income tax a cost? 
A. That is right. 
You say that is not a cost? 
A. It is not an operating cost. 
MR. EVANS: I did not say it was. 
THE CHAIRMAN: Q. Do you think it is properly 
taken into consideration by the authority which fixes 


freight rates? 


f I am not vassing any judgment on that at all. 


It may quite properly be taken in; I would not wish to 
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say it is proper or is not proper. 

Q. ON; 4 BES. 

MR. EVANS: Q. Whether we agree or not on this 
-- and with respect I think we are perhaps inclined to 
split hairs here he whether we agree or not, and whether 
you apply the cost of service principle or the value of 
service principle, you have to take into consideration 
these elements which I call a cost and which you say 
are just to be taken into consideration and you won't 
call costs. Is that not a fair way of putting it? 
You have to take into account all these items whether 
you apply the cost of service principle or whether you 
do not? 

A Quite true, in setting the rate, the final price, 
the selling price, you must take into consideration the 
return on your investment and the income tax that may be 
deducted from that return. 

Q. Are you familiar with a document published by 
the Interstate Commerce Commission entitled Explanation 
of Rail Cost-Finding Procedures and Principles, of 
October, 1948? 

he tt ‘hayes “koril, 146. 

Q. That is an earlier issue, is it? 

A. I am not sure whether there are two issues. 

Q. I do not want to waste too much time, but I 
suggest to you in the October issue at page 116 the 
cost-finding formula provides for a return on the value 
of property. 

THE CHAIRMAN: Who says that? 


MR. EVANS: The Interstate Commerce Commission 


uses that language. 


Q. You are not familiar with that? 
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A. No, I am not familiar with that. 
Q. Very well. Now then, coming to the question 
as to how far costs are variable with traffic -- 

COMMISSIONER INNIS: Has there been a trend 
in decisions on that problem, Mr. Evans? 

MR. EVANS: There have been a large number of 
decisions on the question as to whether income tax and 
return on investment are a part of the rate-making fans 
mula. That is the only one to which I have ready 
reference where they used it in a cost-finding formula 
which indicates that they do not differentiate between 
these elements and cost elements. I think it does 
not make any difference what you call them. When you 
are doing it for rate-making purposes you must take them 
into account whether you use the cost of service prin- 
ciple or whether you do not. 

COMMISSIONER INNIS: I was wondering whether 
the Interstate Commerce Commission had changed its 
policy over a long period of years, and whether it has 
come to emphasize more and more the inclusion of such 
items as income tax. 

MR. EVANS: I think it would be fair to say it 
must inevitably have been more prominent in recent years. 
When the question first came up it was argued that income 
tax was payable out of profits and that it was therefore 
an expense of the shareholder as distinct from the 
corporation, but when income tax came to be the im- 
portant factor that it has now become the regulatory 
bodies uniformly adopted the practice of including income 
tax as a part of the total cost of doing business for 
rate-making purposes. 

COMMISSIONER INNIS: You do not know whether 


there was any turning point in those decisions? 
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MR. EVANS: Yes, there are turning points. 

For instance, excess profits tax was considered. I would 
be glad to give you some references. This question 
was argued at some length. 

MR. FRAWLEY: In the rate cases. 

MR. EVANS: My friend Mr. O'Donnell points out 
to me that the cases are pretty well summarized in the 
21 per cent judgment. 

THE CHAIRMAN: In what judgment, the 21 per 
cent judgment? 

MR. EVANS: The 21 per cent judgment at page 22. 
They have a section there on the subject. of income tax, and 
they refer to the argument made primarily by Mr. Ralston 
that income tax should not be taken into account as a 
part of the Petre we nemees formula. They review the cases, 
and they list Railway Association of Canada vs. Canadian 
Manufacturers Association, 26 Canadian Railway Cases, 

130, at 140. 

COMMISSIONER INNIS: What date was that? 

MR. EVANS: From the volume that looks to be 
about 1927. Then there is a much later one, Ottawa vs. 
the Ottawa Electric Railway Company. That is the most 
recent decision on the subject, and it is 59 Canadian 
Railway and Transport Cases. 

MR. O'DONNELL: 1946, I think. 

MR. EVANS: Unless you want them I will not list 
these cases, but they are there. Then we refer to 
decisions of the Interstate Commerce Commission in which 
the matter of excess profits tax was the turning point, 
as it were. According to my notes that decision is 
in 258 Interstate Commerce Commission Reports, page 41, 


at page 49. My note includes this quotation: 
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"We therefore conclude that excess profits 
taxes should be excluded ,but that otherwise ,under 
the principles announced in those cases" -- 

They had been reviewing the cases -- 
" -- federal income tax should be considered as 
a proper charge to operations in determining a 
“reasonable rate." 

COMMISSIONER INNIS: Excess profits tax was 

excluded? 
MR. EVANS: Excess profits tax was excluded, yes. 
I do not know that we have had any such decisions here. 
In any case the Canadian Pacific, in any year in which 
this has been an issue, has never paid any excess profits 
Ved 

COMMISSIONER ANGUS: Would it occasion any diffi- 
culty in Canada in transposing that language that you 
would be holding that corporate income tax was an indirect 
tax and therefore corporate income tax does not affect 
railways as such taxes are imposed by the provinces, and 
it would be unconstitutional? 

MR. EVANS: I do not know that I could give 

you a useful answer on that. It would not strike me that 
it is an indirect tax, If it is imposed with the in- 
tention of passing it on to someone else, with the likeli- 
hood that it is passed to someone else, it might become 

an indirect tax. I do not think the question has 

ever been Praised. At all events the division of 
authority in the income tax field has now been pretty 

well settled by agreement. 

COMMISSIONER ANGUS: If the regulatory tribunal 

actually holds this tax should be passed on in the freight 


rates it is very difficult to say afterwards that it is 
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a tax that should not be passed on.. 

MR. EVANS: If that were the only test we 
might have an interesting subject for discussion, but l 
must say I have not thought of it in those terms. With 
respect, I think it is probably academic because of the 
fact that, so far as we are concerned, it is being passed 
on in that way which you describe. 

MR. FRAWLEY: The freight shipper pays the 
income tax; that is certain. 

MR. EVANS: I am sure Mr. Frawley would be one 
of the first to say that is a most reasonable position. 

MR. O'DONNELL: The fellow who pays the freight 
pays it. 

MR. EVANS: Q. Now then, I do not want to 
spend too much time on this, but when we come to the 
question as to whether or not "7 

THE CHAIRMAN: Does this not come down to the 
point whether it is proper for the Board, in fixing these 
freight rates, to take into consideration the income tax 
which the railway has to pay? 

THE WITNESS: That is my position. 

THE CHAIRMAN: Q. And whether that would not 
have to be done whether the principle followed is that 
of oost of pervice-or value of service. In either case 
income tax must be considered in fixing rates, must it 
not? 

A. it might be. 
Q. Ought it or ought it not? 
A. I am not passing any judgment whether it should 
or should not. 
Q. That is the point. 
MR. EVANS: My only point -- 
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THE CHAIRMAN: It is my point. The question 
is whether income tax should be taken into consideration 
in fixing rates. It is done here in this country and 
it is done in the United States? 

MR. EVANS: Yes. 

THE CHAIRMAN: Apparently that could make no 
difference whether the basic principle applied was that of 
cost of service or value of service. It would still be 
there, 

MR. EVANS: Yes. 

THE CHAIRMAN: I am trying to get Mr. Brown's 
Opinion as to whether or not it ought to be there and he 
will not give me any. 

THE WITNESS: No, I have no opinion on it. 

COMMISSIONER ANGUS: Mr. Evans, does it not 
oecasion some difficulty? Suppose there was a variation 
in the rate of income tax. Would you think that should 
be reflected at once in a variation in freight rates up 
or down? 

MR, EVANS: I think I would have to say yes to 
that. 

COMMISSIONER ANGUS: A small variation from 
year to year? 

MR. EVANS: Actually there is no such mathe- 
matical precision in rate making. The practice is 
established this way, that a formula is adopted which 
is expected to produce a certain financial result. I 
would say it is almost impossible to achieve that result 
exactly one way or the other, but the practice also in- 
cludes the right of the Board to look at the matter from 
time to time -- it receives monthly results from the 


railways -- and determine whether they are within such 
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reasonable limits of what was the expected result that 
action or no action is to be taken with regard to ad- 
justing rates. I certainly would have to say as a 
matter of principle that we would expect, and I think 
quite properly expect, to have any changes in income tax 
reflected in rates, I should say that the changes in 
dollars paid in income tax probably fluctuate far more 
violently than the rate itself, and after all it is 
dollars we are really talking about, 

THE CHAIRMAN: In view of Mr. Brown's attitude 
how would you grapple with this problem? What would 
happen if the law prevented the Board from taking income 
tax into consideration in fixing rates? 

THE WITNESS: I think, sir, the question Be 

THE CHAIRMAN: Mr. Evans may have a version of 
what would happen. 

THE WITNESS: The question whether income tax 
should be included or not is tied up with the much larger 
question whether corporations as such should pay income 
tax. 

THE CHAIRMAN: Q. Tied up with what? 

A. The much larger fiscal problem, 

Q. We are talking now of railways. 

A, Yes, I know, sir. 

Q. I say if the law prohibited the inclusion of 
income tax in the making of rates by the Board what would 
be the result of that? Where would we be then, do you 
think? 

A. Well, unless they made some adjustment upward 
in the net return they would allow the railway it would 


reduce the net return of the railway by the amount of 


the income tax. 
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Q. Well, they have found to begin with that the 
railways require so much money? 

A. 1e8, 

Q. And if you say that is exclusive of what they 
have to pay for income tax then what would happen? 

A. Presumably if they need that much money -- 

Pat Would they get so much less and have to carry 
on notwithstanding? 

Be That would be the result if they did not include 
the consideration. 

Q. And you think that result would be a proper one, 
that they should carry on notwithstanding this exclusion? 

A. Presumably they could not. 

Q. They could not? 

A. No, if they need $30 million net to themselves 
to carry on, and if you immediately reduce that $30 
million by $10 million . that only leaves them $20 million, 
but the question boils down to whether they need $30 
million. 

Q. Suppose you assume they do. How are you to 
make up for it if you will not allow the Board to consider 
income tax? 

A. Well, I would say if their minimum requirements 
are $30 million and it is computed that income tax will be 
$10 million that they must then be allowed to recover 
$40 million. That seems to be the logical conclusion, 

MR. EVANS: It really comes out in the wash 
then. May I refer the Board at this point to a 
section of the Railway Act that my friend Mr. O'Donnell 
has pointed out to me. For the moment I had forgotten 
that it existed, It is subsection 36 -- 

THE CHAIRMAN: What section? 
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MR. EVANS: Subsection 36 of Section 2, the 
interpretation section. "Working expenditure" is defined 
there as including taxes. 

THE CHAIRMAN: Does it say anything about taxes? 

MR. EVANS: Yes, in subparagraph (e), "all 
rates, taxes, insurance and compensation", and so on. 
There is an equivalent section in the Canadian Pacific 
statute, 

THE CHAIRMAN: In that case income tax is 
classified as being a working expenditure. 

MR. EVANS: Yes, by statute. 

MR. FRAWLEY: That is a definition that goes a 
long way back of the presentday scale of income tax. 

THE CHAIRMAN: I know, but it is there. It is 
speaking there to-day. 

MR. FRAWLEY: Yes, and the Board referred to it 
and relied uponyitedny the) 21 per, cent. cage. 

THE CHAIRMAN: Which case? 

MR. FRAWLEY: In the 21 per cent case, The 
deficiency which the Board found in that case was $19 
million but they had to award them $30 million because 
of the 65-cent dollar. 

THE CHAIRMAN: The language is very express. 

"tworking expenditure! means and includes 

(e) all rates, taxes, insurance”, 
and so forth. The thing is ought we to recommend a 
change in that? I suppose we must be discussing it for 
some purpose, 

MR. EVANS: We are discussing it from the stand- 
point of Mr. Brown's submission here about what con- 
stitutes cost, and he is working on some distinction in 
which he is trying to apply the cost of service principle 


as against the value of service principle, and I thought 
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we had reached common ground. 

THE CHAIRMAN: I think Mr. Brown has told us 
that if you do exclude income tax then you would have to 
increase the amount of the railways' needs to provide 
for it in some way. 

MR. EVANS: My submission would be there is no 
issue as to whether income tax should be allowed in rates. 
It is a question of how you apply these rate-making 
principles to them, The second branch of these expenses 
that are matters of cost, what I call cost and Mr. Brown 
does not, about which we have been talking is the return 
on the capital, and if I understood your evidence yester- 
day it was that you had no very definite opinion either 
way on whether that constituted a cost of the service 
or not? 

THE WITNESS: Well -- 

THE CHAIRMAN: Pardon me, Mr. Evans; would you 
say the item you have Just referred to is included in this 
definition in the Act? 

MR. EVANS: Not return on investment. 

THE CHAIRMAN: Because the definition is given 
not only as including certain things but as meaning -- 

MR. EVANS: I do not include that in the 
definition. 

THE CHAIRMAN: "Working expenditure" means and 
includes," 

MR. EVANS: I would say offhand -- 

THE CHAIRMAN: At first sight it looks as if any 
item that has not been set out here is not meant to be 
considered as a working expenditure. 

MR. EVANS: I did not argue that it was. I would 


think it could not be said to be a working expenditure, but 
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I am talking now of the ultimate total cost of providing 
railway service. 

THE CHAIRMAN: I see that it includes counsel 
frees. 

MR. EVANS: I should think that is probably at 


the top of the list. 


(Page 14874 follows) 
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THE CHAIRMAN: I think the definition is very 
reassuring; cost includes counsel fees. 

MR. EVANS: Q. I put to you this question: 
You do not, according to the evidence you gave 
yesterday, reach any very definite conclusion as to 
whether return on investment must be considered as a 
part of providing railway services, for rate making 
purposes? 

A, I em sorry if I did not make myself too clear, 
The intent, in my view on the matter, once again, is 
that the return on investment, or the wages of capital, 
if you like -- 

Q.° Tolike that "wages of capital". 

A. That is a term which is sometimes used; must 
normally be met, if you expect more capital to partici- 
pate. But once you have made the investment -- 

THE CHAIRMAN: What is that? 

A. Made the investment, it may turn out that it 

was @ poor investment, and that capital gets no wages, 

MR. EVANS: Q. You would make an ex post 
facto determination of whether it was a poor invest- 
ment, in determining whether there should be any 
return on it? 

A. Naturally, no investment is made without the 
expectation of getting a return. 

Q. You do not put any faith in the investor, in 
your thinking? Don't you think that, mere or less, 
in fact, there is a moral obligation at least to 
provide him with a return, unless you fraudulently 
invest his money, or use his money? 


MR. BRAZIER: Whose investment? Is it his 


money? 


THE CHAIRMAN: I did not hear you. 
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MR. BRAZIER: He suggested that we are 
investing their money in the railway. They are 
investing it themselves. 

MR. EVANS: That is certainly a clever 
interjection! 

MR. EVANS: Q. May I put the question to 
you.again: Is it your view that the return on invest- 
ment in property is or is not an element to be con- 
Sidered in @ rate making formula? 

A. Oh, quite. 

Q. And I suggest to you that there must be a 
return on investment if the railway is to continue 
to function, in order that the capital assets may 


be kept up, bY additions and betterments, and kept 


improved, and replacements made? 

A. I would agree. 

Q. So that when you said, as I think you did say, 
that the railway company could continue to operate 
indefinitely if it can pay its operating expenses, 

did you mean to suggest that once the investment is 
made, the matter of the return is of little con- 
sequence? . 

A. No. I did not mean that at all. 

Qs: Nos 

A. I just say that provided you do cover your 
operating costs, in that unhappy situation, you 
might continue indefinitely. I think I said. further 
that it is not a desirable situation. 

CUMMISSIONER ANGUS: Q. Is it not begging 
the question if a regulatory board or tribunal said: 
We are only giving a low rate because you have made 
& bad investment, or you have made & bad investment 


because we are only giving you a low rate? If the 
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quality of the investment depends on the rate which 
the tribunal allows, can the tribunal be heard to 
say that it is a poor investment they made, so this 
is an improvident investment; the particular invest- 
ment is improper? But can they say in regard to the 
whole system: You are not entitled to a return on 
it? 

A. No, I am not saying that. 

MR. EVANS: @. That comes close to the 
suggestion of the Board of Transport Commissioners 
in one of the rate cases concerning the apportionment 
of dividends. They were going to apportion dividends 
by a formula by which the railway company could only 
pay a dividend if it had previously paid it in the 
period under review, and to the extent of it. Now, 
may I pass on? 

MR. FRAWLEY: That was a helpful interjec- 
tion. 

MR. EVANS: @Q. We try to be helpful, 

Mr, Frawley. Dealing now with the Canadian Pacific 
submission at page 58, you gave an answer, Mr. Brown, 
which rather suggested to me that the Canadian 
Pacific, in saying that the cost of service principle 
was unsound -- the assertion was there made that the 
cost of service principle was unsound, and you 
rather suggested that the Caenadian Pacific did not 
attempt to substantiate their observation, and that 
it really boiled. down to one hypothetical argument 
against another, or words to that effect? 

A. I must confess that is my feeling about 
the matter. 

THE CHAIRMAN: We have not the advantage 


of a copy. You might make it clear to us in your 
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question. What is your question about? 

MR. EVANS: I did not get a copy of the 
transcript myself until this morning, so I could not 
page my notes from the transcript. 

THE CHAIRMAN: No; it is not the transcript 
I am talking about. What volume of your brief is it? 

MR. EVANS: Volume I, page 58. 

THE CHAIRMAN: What is the point? 

MR. EVANS: In the Canadian Pacific submission, 
which we are talking about, it is said that the cost of 
service principle was unsound. I sm cross-examining 
on the answer which Mr. Brown gave when I asked him to 
comment on it. 

THE CHAIRMAN: Yes; that is it; page 58, yes. 

MR, EVANS: Q. The suggestion which Mr. Brown 
left, or the impression he left, was that the Canadian 
Pacific had not attempted to substantiate that; and his 
conclusion was that it really came down to one hypothetical 
argument against another. That is your view, is it? 

A. That was my feeling, sir. 

Q. Do you put any value on experience, Mr. Brown? 

A. Well, my criticisms simply say that you did 
not give us the benefit of your experience. We had no 
means of appraising. 

Q. Have we not the benefit of experience when we 
are supporting a principle under which we have been 
Operating successfully for many years? Is there not a 
presumption of experience which would support that? 

A, TI am quite satisfied to go along with you, 
that from the railways! point of view the value of 
service principle must have been satisfactory, or else 
you would have abandoned it long ago. 


Q@. I think perhaps you put it unfairly when you 


Se : ) / = 
yo cerwatens TH! 


hwede ytnbherauie MDD Ye F ot Aches / - per PIe Wo 
ath taewqaook of gaat ot 4: Be. : SA +. Ble 
toent bume T foe, yeh hating prt of Cae Dae! BA beth 4 


, takes eh soska rc ged 2 Leer. [HS PG, 
has Pe 


A ee Se YM ake a Fe as 
teeters tactic gant a le. -aliee P Wane wa 


: i ’ 5 * 2 
; : 4 ay Pe ee eit ee BOL ae” | 
| hhrabwlabedaribeos tc qomtmbteus 2 «1 oee Tipe Ewe dia 7 
- + ~ twa ‘ reese {te 
. dBsomegpe. 1 Take oR Pati 


“yt abate aa ane). 2 Seer, a 
erpbasioddues ht?) iracacaenomeen ky. 2 Vere. oe 


’ 
, - 
= s “4 , . ae aed 7 od ee > 
Ta at sepase aes ws Eee Ge Bee Ge ke abe "9 del fiipicey 
ag * = ~ fae i 
le it Fede es ie 4, nh" off . : f sata ae boys 1, og i by or zs ‘ : 
' 2 # r edocs PERO ee Bey % , 4 Oe ee hg ee a5 
ot afb sede ol Tot pele Retr Herne 1 Lie ey fon as e7 
bo a ee Py 
- 2 2 “tT WS Sec ¢ or 
= 
: he : . : td by Pea Meets athe ‘ 7 ee 
Cpa 2S Read gett ia se Rind: 2 Se WAMA LL a 
: : : i 
i als od GS OF ate erry +, otis hie Re te 7? ay 
: Re ictha Tal oh ee Pic oh ee 8: hes AE © aia cs «eee Vile hy 2p ae ; ’ 
eres te * Pcs sb ge es i Ee sop 4 + oe 
) maha s') dads pba. siiw, ite Poet Soagitd + AAPG oa 29s 
; seein: fades Se aden bsdiere hb eras 2 & oa Seo) teat ; 
we pastawat daca Ao eOhe sean. vf Sages aes CENTS Gewies Tens ieee 
7 
iPpenie, Teheye eer a pieds? .tedigarg) saneeag) $xeeaae 
7 : t Fao, eee mth . we i a po 
: LER. Pet FES ee eee OAT 6c 8 
tj ic ie aie wear spade Wena et et edie Pees 4 
Tree. Thi, o oA te ahasline PRES Ry AR Mie oes «(Ca 
’ 
: 5 i + aes ww fe 4 . ae a ee foe ont i 
* DRACO? Ste) ther eiodte “ee tere tao fe 2 oewW GR ’ 
Pe te Sy e « . e 
Spy yak hrs « SyRt Tiss ee re : ee ‘antedas Lone 2” ah Vim fon 
: a t os * 4 
» DB cet eh BD Op a ee 
— 
A ‘ 
Wwe: og ec besperie Tot Sha tad oaks Pee eee « oe 
igre 8 “or sept x 3 “EN Ont 3 - se Bi aie ae ae ee = =. + oe re. em: . ¥ 
figedd -Beei(-siger fa dita 4 oii 74 Tes he eke oe eee Pa ee eee 
_ aK he a . ‘ ~f 
* ' . 
Scie <0 wah. el . an ; a oe 42 ee Royete Ga 7 ss 
Pel Sancti ent o8ttaer igen 4d se Te eeeaear 2 hg crf Sreqe 
= af > fo ar! ‘ oF ee ote meet ey = ae oo ia ee 
2 tin se pai EE 2 Bie eures rer a, tw Puy Se? oo iy td S47 hig aw ted 
‘ hie va 7 . tiie | * * 


Peon iat iw gadtecns (6) Spatial ene sieip ae © ete fa 
¢ 

Ten aud see ale ewe ety leotlebeae' oval es SRS Ra emt 

“géivyion . 2¢d7 OHTA Saariesdd syed ne shea paagea ut beate 

; / -« PEK ante bfigs; bs snobsadge: aeunbaim 


seseeg copa CESeRMees tp idee Now Bsaedied Amst 


- 14878 - Mr. Brown, cr-ex 


Suggested it was one hypothetical argument against 
another. You may have been fair to yourself, but do 
you not think you were a little unfair to us? 

A. No, I do not think I have been. I am not 
Suggesting that the value of service principle as you 
applied it has not proved satisfactory to the railways. 
It obviously has, or they would have discontinued using 
it. 

Q@. When the railway suggests that the cost of 
service principle is unsound, and you suggest it is 
& hypothetical argument? 

Ae LOU Terer’ to two products only, that is, °to 
coal and silk. 

THE CHAIRMAN: Q. On page 58? 

A. The bottom of page 58 and the top of page 59; 
and you draw certain, I think, deductions. 

MR. EVANS: @Q. Are you suggesting that those 
deductions were drawn merely from that one example? 

A. I was going to say that, perhaps, they are 
stock examples. 

Q. Would you care to elaborate on what you mean 
by "stock examples"? 

A. I thought I answered my objection to that 
example by going a little further along in my previous 
answer yesterday by stating that I questioned the 
validity of the premise on which the argument was put. 

THE CHAIRMAN: Q, On what? 
A. By questioning the validity of the basis on 


which the argument was put forth. 
MR. EVANS: Q. Do you know of Dr. Bigham's 


book entitled "Transportation Principles and Problems"? 
A. No, I am afraid that I cannot say I do. 


Q. I would like to read to you 4 paragraph from 


— 
7 te : r; 13 ie - 
‘2 jdctnaeat Amat: Tleusaaes ie ORD _ ia ot wr 


ras toad , YP heawuey cos vt RY ged: ere ne 908s wet soe: 
: Seu oto brakes eester! a-atte wees: HRRED! TO UO 
Shares TY | enticed evar Tohta tte grant oa® Toit «Ab es 
HOt ab oaht byt h25 ootermer Th° sou Beveditt pauses “Riftegnoes 


a 


: io 
a 


Ker” DESH eh aes pe oss we Bier achts choi: 2 ' 
4 i> F 1 we 


fF 


eres the earls oct pe ether eatin: Vrewreic dhe pede a be: Sams Ds 
’ 
°» 


Ee as a ran ee eer ee EA eee P wart ieee, Otel: > 
the! howell Mao: (| b> awee Vii vets om peat wi sued odd t: 


+ 


. . ‘ P ie = 
<3: 02) theese aoe. Bie? , Douhersn: ohh afb fondset erie: 


eT i 
_ 


o3 tee: EY Sy Pias# 4 Speke ry rea et ao 


- “a ae es * ry —— coe i peek =~ . aS od 
(a at) thphhl oo fin seateehover: ovd- od? gePer? gat: A 


eT a ee a5 irae het meaeeate 
oo. esi eyG-: O° sMARbR AND - ery: 


ead a = 5 f > 
TOC) cape ‘Beegpeeht eeeht Mies Bake: er. op DC ake Bae ey 6 A A Abe 
: 2 ; 7) 
; q 


te Rou > Zin t 2 - : rv. 
ant BIKas Weeds Bea bee: 


es ee - Ree 3, - ‘ ~ na 
ers phenks sort ihe oreo ahh 1h 2 QUUGATE., Ha 


Sg eee ye eee ee ey te ee ile 
“Se fonexe oo shad: wert LOA Oe pase See agent i Prin bi ; 


"Rae eR eacieirieer.thedd yee: oddest nee wage ET. AB 


beth cal Ae He sbudey aay Face uaard 2146 1 


SECs ef DESI oe merto Wal eines ” Y 


Pee 
Pcie eh 


antikieths ze! eb ethos peg eepee 


ve 
Frecdigwes cacit ohn pir pao op tiswerg: at’ Sho Asien “> 


eee sat — ee > ; open aia lala J r : 
< cK hoay dey fat) ane | DLAMe re i THT: i 


ny a. 
¥ 
nid 
x 
= 
pte} 
S 
S 


, 
i 


i w tbceat et) <r MOMETS if ioe ent « settee a 


ENO Sheets cena cheesy esi 


SE ae ee Ee a ee ee ee eee 
SE aC! Too eet mr oe. gp Pees ae ie 


Sapna triers titsn oedigtbes 4 


eee 


t onect itherbr ope iad fs 


Oly I> Ga Petes 


arpa ge tang: ot 


~ 14879 - Mr. Brown, cr-ex 


page 326 of that book. This is a paragraph about which 
I would like to ask you whether or not you agree with 
it: 

"In many industries requiring less capital than 
railroads, such as trucking, the maximum economical 
output tends to be brought about when individual 
prices are equated with total average unit cost; but 
in the railroad industry this is generally not true. 
So long as unutilized capacity is present and the 
plant has not reached its best size, rates based 
strictly upon average unit cost prevent the move- 
ment of paying traffic. Under a cost standard, the 
rates on articles of no value relative to bulk and 
weight would have to be raised, while the rates on 
goods of high value would need to be lowered. Such 
a readjustment would be undesirable, for it would 
reduce the total volume of traffic; force the 
average unit cost upward; and in some cases make 


{t impossible for railroads to operate." 


Do you agree or disagree with that statement? 

A. I think, if I can remember, the key phrase 
in that description is the matter of unused capacity, 
whether the plant is properly adjusted to the traffic. 

Q. Yes. 

A. It might happen in a pioneering railway. 

Q. Is that your only qualification in agreement 
with that paragraph? 

A. I mean, that is, he says when the situation 
happens to exist, these other things follow; and I 
would have to agree. 

Q. Is that your only qualification in agreeing 
with the paragraph I read to you? Would you like to 
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asked me. 

Q. I have read down to the end of the underlining 
in red pencil. Is that your only qualification? I do 
not want to be unfair about it. I want you to tell me 
the extent to which you disagree with it. 

THE CHAIRMAN: What is the present question? 

MR. EVANS: Q. He said in his answer that 
the key to the paragraph which I read was this question 
of the utilization of capacity. 


A. If I may re-read it, he said: 


"So long as unutilized capacity is present and 


the plant has not reached its best size, rates based 
1! 


strictly upon average unit cost... 
QQ, Is that your only qualification? 

THE CHAIRMAN: It is not a qualification. He 
has pointed out what the statement really is. 

MR. EVANS: Then you do agree with that 
statement, and you point out that that portion of the 
statement dealing with unutilized capacity supports your 
position? 

THE CHAIRMAN: No, no, Either as to the 
extent it lays down a cortain principle which has been 


applied in that condition of unutilized capacity. Would 
you read it again? 
MR. EVANS: "Tn many industries requiring 
less capital than railroads, such 4s trucking, the 
maximum economical output tends to be brought about 


when individual prices are equated with total average 
once para but is the railroad industry this is 


generally not true. 
I now ask the witness whether he agrees with that, 


separately. Do you agree with Lt? 
A. You mean, it is generally quite true in the 
Case of a railway? 


Q. Yese 
A. I am afraid I cannot. 
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Q. Would you agree with Dr, Bigham who seems 
to think that the question revolves about the capital 
required and the capital invested? 

A. No, I do not agree with that either. 

Q. You do not agree with that. Now then, this 
is the conclusion: so long as unutilized capacity is 
Present -- 

THE CHAIRMAN: There is a condition that so 
long as unutilized capacity is present; then what 
follows: 

MR. EVANS: And the complaint is: 

", . . rates based strictly upon average unit 

cost prevent the movement of paying traffic." 

THE CHAIRMAN: During that time? 

NR. BVANS:,» Yesy air, 

MR. EVANS: @Q. Do you want to comment on 
that? Does that support your view? 

A. I would be in agreement with that statement. 

Q. Do you think it supports the view you have 
been expressing here? 

A. I do not think it disproves it or is contrary 
to..165 

Q@. Do you rely on it? 

A I do not think it disproves my position. 
Q. Do you think it helps your position? 
A I do not think it either detracts or adds 


Q. Then why did you say that it was the key to 
the whole thing? Do you think it has anything to do 


with our problem unless it is coupled with this 


unutilized capacity? 


A, That is right. I said there is no evidence 


there which would either agree or disagree with the 
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circumstances in which those things were true. 

Q. Do you or do you not agree with Dr. Bigham 
in that paragraph, without any qualification? 

Ase I guess I would agree with Dr. Bigham in 
that paragraph without any qualification. 

Q. Do you think the question we are discussing, 
as to whether the cost of service principle is unsound, 
depends or does not depend on the question of unutilized 
capacity? 

A. It is certainly related to that factor. 

Q. Yes. Now, how far do you think it is related 
to that factor? 

A. Well, once again we have to re-quote this 
Mr. Bigham: 

"So long as unutilized capacity..." 

In other words, the plant has not been properly adjusted 
to the traffic, which usually is the situation in 
pioneer railways. 

Q. Yes? 

A. Then there is some validity in pricing. 
Q. In differential pricing? 
A. 


Yes. 


(Page 14889 follows) 
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Q. So that if there is unutilized - - 

THE CHAIRMAN; Would you say that condition 
applies to either of our railway systems today, the 
condition that he sets out there? 

MR. EVANS: Are you asking me that? My 
submission would be it can never apply. There never 
can be that state with a common carrier who has an 
obligation to serve demands which he can not accurately 
forecast, that he should ever have a plant that has 
not got unutilized capacity, taking the complete 
year. He might find some years he is right up to 
his total capacity, but he must at all events as a 
common carrier have a plan for unutilized capacity. 
He is forced in that position from the start because 
he has this obligation as a common carrier. I 
therefore say that there can never be a railroad 
that can ever function as it was intended to 
function unless it does provide for unutilized capa- 
city. 

THE CHAIRMAN: Do you agree with that? 

That is important, you see. 

| A. The answer is, I think that is true of 
almost every business, whether it is merchandising 
or manufacturing: they always have an unused capacity 
of some kind, at some time, or at some places. 

Q. So long as it is true, then according 
to the author here, certain results follow which 
would militate against your possibility of fixing 
rates. 

. A. But the point is that normally 


; speaking the plant eventually is made to fit the 
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average expected traffic, and no matter what you 

do about it you are going to have seasonal periods 
when there is unused capacity, and there may be even 
sections of the - - 

Q. Well, it may be ( I am not saying it 
is of course ) it may be inherent in the case of 
railways that there may be unused capacity there, 
unused demand, all the time. 

A. I suggest. that is hardly any more 
inherent in railways than in other major large-scale 
types of business. 

Q. Then you would disagree with the author 
as to that? 

A. Well, I accept his description that if 
you have a large amount of unused capacity, if the 
plant is completley unrelated to the traffic it is 
going to bear - - 

Q. He does not say it is completely un- 
related. 

A. Well, he says it has not been adjusted 
which is the case in a pioneering - - 

COMMISSIONER ANGUS: Would it follow from 
that, Mr. Brown, that if a railway reached capacity 
it ought to be free to drop its least remunerative 
traffic so as to concentrate on the more remunerative? 

A. Well, I think I suggested yesterday 
that they might not necessarily make the same amount 
of profit in each element of traffic. 

Q. That is true, but suppose they reach 
a capacity so that something has got to go. Should 


they be free to drop that traffic and simply not take it, 
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that they make least profit on? 

A. That is, they are working almost at 
excess capacity. 

Q. I mean, aren't they under some obligation 
to carry everything? 

A. I velieve that to be true. 

Q. Would not that in itself create something 
very analagous to unused capacity, that is to say, 
capacity being used for something less remunerative 
than it would be physically possible to use if for? 

A. The only answer I can give, Dr. Angus, 
is, shall we say, common carriers are in rather a 
peculiar position, that they are not entirely free to 
make the best, always the best, use of their plant. 

COMMISSIONER INNIS: Would it be fair to 
say, Mr. Evans, that you would regard unused capacity 
as one of the necessary costs of rail transportation? 

MR. EVANS: I would say, yes, because of the 
obligation to serve which a common carrier has, and 
it begins when you begin to build the railroad. 

Perhaps your unused capacity is greatest at that time, 
but you must always have some unused capacity: other- 
wise you are going to break down the economy of the 
country, and since that is true you want to utilize 
that as near to the desirable maximum as you can. 

THE CHAIRMAN: Would you give me again the 
whole of his phrase? He does not refer only to unused 
capacity. 

MR. EVANS: Oh, yes, "and when it has reached 
its best size". I would not attempt to interpret that. 


The two things are joined by a conjunction: "so long as 
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unutilized capacity is present and the plant has not 
reached its best size". 

THE CHAIRMAN: Best size? 

MR. EVANS: Best size, yes. I suppose one 
could visualize a country in which there was no growth 
in the economy at all; it had settled down, had a stable 
population, a stable production; and, where the rail- 
road ,jhaving been adjusted to the requirements of that 
stable population and stable economy, might have 
reached its best size. I think that is perhaps what 
the author had in mind. 

THE CHAIRMAN: Is that book on railways only, 
or is it on industry? 

MR. EVANS: I think it covers all forms. I 
have riot yead 1b. aid. 

THE CHAIRMAN: What is the title? 

MR. EVANS: "Transportation principles and 
Problems". 

MR. SMITH: It principally relates to rail- 
ways. 

MR. EVANS: Yes. 

MR. SMITH: Incidentally it deals with other 
matters under the Transportation Act. 

MR. FRAWLEY: There is a very good section 
on long and short hauls in that same book. 

MR. EVANS: Is that why you brought in Dr. 
Locklin as a witness? 

THE CHAIRMAN: Mr. Evans, we will adjourn for 


a few minutes. 
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MR. EVANS: Before we leave the question 
of unutilized capacity, Mr. Brown, I just want to 
suggest this to you. I think in reply to the 
Chairman, you suggested that all industry had to have 
unutilized capacity, and I am suggesting to you that 
a manufacturing plant for example,is under no duty 
to provide for any excess capacity unless it desires 
to do so? 

A. Yes, I think in answer to Dr. Angus 
I admitted the railways were ina slightly different 
position. 

Q. Then, would you also agree that that is 
probably true of the trucking industry today? 

A. Well, I.am not too. sure of the regula- 
tions that apply to the industry as common carriers, 
whether they are compelled to supply the services. 

Q. Do you know of any provincial regulations 
or any regulations that require a trucker to put on 
added trucks if the demand for his services requires 
it, even though he may desire not to meet that demand? 

A. Well, I am not too familiar with the 
regulations in our own Province, but I understand 
that they are compelled as common carriers to provide 
therserrice. 

Q. Well, are they compelled to go out and 
purchase equipment if the shippers provide traffic 
beyond the capacity of existing trucks? 

A. I don't know that it is stated how 
they must satisfy that demand. 

THE CHAIRMAN: That depends on the regula- 


tion in each case. 
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MR. EVANS: I think so. I didn't know 
if the witness know of any such. Q. If I might 
turn for a moment to another branch of your evidence, 
you had been dealing with the question of elasticity 
of demand. Your suggestion, if I got you correctly, 
was that the argument of the Canadian Pacific 
appeared to ne based on the fact that elasticities 
of demand for transportation for different commodities 
vary so much that one can only achieve maximum 
results by paying heed to those elasticities when 
pricing; and that you think it would be recognized 
that the elasticity of demand for transportation 
is actually a derived elasticity of demand. You 
recall that part of your evidence? 

A.) Tnati ie rignt, sir. 

Q. Now, then, it was your argument, as I 
understand it, that basic commodities had a lower, 
or smaller, I think you put it, elasticity than the 
highly processed or highly valued things. 

A. That is my impression, sir. 

Q. Now, let me explore that with you. I 
am afraid I am quite deficient in these technical 
terms, but as I understand elasticity of demand, 
it is this in relation to transportation costs: 
that the demand remains constant, that is to say it 
is inelastic when it is constant, and it is elastic 
when it reflects changing demand due to changes 
in transportation costs. 

A. No, not cost price. We would say it 
is inelastic if a change in price did not change 


the volume or the demand. 
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Q. Yes, so that no matter what the price 


is, if the demand remains constant you would say it 


| 

| 

| had an inelastic demand? 

| A. That is right. 

| Q. And conversely, if a change in price 

, 

| affected the demand you would say that the demand 
was elastic? 


A. Quite. 


(Page 14897 follows) 
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Q. And the sssertion was this, you rather suggested 
that the elasticity of the amount is lowered, that is to 
say, the demand is less affected by price in the case 
of the basic commodities? 

ae That is correct. 

Q. And more affected by price in the case of the 
highly valued commodities? 

His That is correct. 

Q. And then you suggested, I think, something like 
this, that this indicated that the argument of the 
Canadien Pacific was unsound from the start? 

A. Theat was my contention. 

Q. Then, am I correct in this, that the reason you 
say that that is an error in our reasoning is that the 
basic commodities, having an inelastic demand, that is 
to say, their consumption of those commodities is less 
affected by price and stand an increase in rates without 
effecting the volume of traffic? 

Fn Thet is correct; that is the argument. 

Q. And conversely if transportation costs go up 
on the highly valued commodities, the volume of traffic 
will be affected adversely? 

A. fet is, correct... 

Q. Then, it was your view that the case for the 
Canadian Pacific on the value of service principle was in 
Some way, while apparently based on en acceptence of that 
theory, unsound because it did not recognize that fundamental 
fact? 

A. Yes, I think that is the argument I put forth. 

Q@. Now then, there ere two or three things that flow 
from that. Is it part of your argument that because of 
this question of elasticity that we heve been discussing, 


the cost of service principle since it tends to bring every 
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thing into 3 narrower range would be more realistic or 
do you argue that? 

A. Well, first of 311 I am not too sure whether 
the application of the cost of service principle would 
actually bring rates into a narrower range. 

Q. You are not? 

A. I am not too sure that that would heppen, 

Q. Well, I want to explore that with you. Now 
then, your argument is that the Canadian Pacific's argu- 
ment is unsound because of the fact that basic commodities 
have a constant demand and are less affected by price 
end, therefore, the traffic volume is less affected by 
raising the rates on basic commodities and lowering the 
rates on highly valued commodities. Am I right? 

A. That is the gist of the argument. 

Q. Now then, that, I suppose, that concept involves 
a8 suggestion that if the cost of service principle did 
result in a narrowing of the range, that you would be 
prepared to countenance or support en increase in the 
rates of basic commodities and a decrease in the rates 
on the higher valued commodities? 

A. I do, but there is the word "if". 

Q. If it was the necessary result on your cost of 
service principle that you did narrow the range from 
the lowest to the highest rates, that you would still 
retain the volume of traffic to the railways and that 
it would really support the practicability or feasibility 
of your cost of service principle? 

oe I am not certain whether I .-- First of all, 

I do not think I quite ogree with the premise. I do not 
think the range would be narrowed. If anything, I think 


the range would be increased. 
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Q. Then, whet was the purpose of your saying that 
the Canadian Pecific's argument was unsound because of 
this question of elasticity? 

A. Well, I assumed, and perhaps unfairly, thet 
the argument was based on that. You referred to coal 
end silk and you suggested thst the volume of traffic 
would be materially lessened and sgain, if I followed the 
ergument properly, lessened because you would have to 
increase the rates on coal and, therefore, the volume of 
coal would fall off and you would have to reduce the 
rates on silk but that would not increase the volume 
of silk proportionately. 

Q. And you think that was the reason it was 
unsound and that thst is demonstrated by this argument 
on elasticity? 

he Thet is right. 

: Q. Then, doesn't it follow that if thet were the 
result, you would be prepared to accept the result? 

A. Yes, we would have to accept it. 

Q. And isn't it in effect an argument that basic 
commodities can stand en increase in rates without 
affecting the demand for those commodities ond that the 
higher valued commodities would probably move in even 
greater volume by a reduction in rates? 

A. Yes, I think that is probably true. 

Q. Now does that not rather put you in conflict 
with Dr. Locklin? 

A. Could be. 

THE CHAIR'MAN: Have you told him what Dr. Locklin 
Says, Mr. Evens? 

MR. EVANS: I am just looking it up, sir. Is 
not the value of service principle related to quite a 


different viewpoint than the mere increase in volume of 
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traffic? 

Ba Well, e11 I can assume is that presumably you 
have priced that way in order to, as you say, get a 
certain volume of traffic. 

Q. But isn't the principle of the value of service 
or the value of service principle, isn't it a combinetion 
of potting the desirable maximum volume and finding a 
rate that in moving that volume will provide elso the 
maximum profit to the railways? 

A. Yes, I think you sre trying to maximize your 
returns. 

Q. Maximize your returns which is maximizing your 
volume. You could maximize your volume to 2 greater 
degree if you ere prepered to accept it at a rate lower 
than is presently charged; in other words, you can encourage 
an increase in the volume of these higher priced goods 
that are effected by price by lowering your rates on those 
higher value commodities? 

As That is true. 

Q. But where I am going to suggest to you that 

| is that 

‘ you come into conflict with Dr. Locklin/es he defines the 
value of service, » you do not look merely at the volume 
moved; you look also at the question of what will be the 
meximum profit by moving the maximum volume? 

A. I would agree. I do not think there is any 
dissgreement between us on that, 

Q. But then I thought you said that because of this 
question of elasticity the position of the Canadian 
Pacific in supporting the value of service principle was 
unsound from the start? 

A. Well, if I mey say so, I think you have certain 
reasons for adhering to thet pricing policy but I think 


I might suggest that it appears to me you are putting forward 
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other reasons. 

Q. Now, I sam going to read you some sections 
from Dr. Locklin's book, very short ones, end this 
embraces this whole question of the value of service 
principle end I em reading from Page Ibe and Iwill 
read it in bits end ask you whether you agree with: if. 
This is the first sentence: 

"The railroad rarely attempts to charge the 
entire value of the service on each commodity 

or class of traffic." 

Do you agree with that? 

A. In other words, they do not attempt to extract 
the maximum they could? 

Q. Yes, the entire value of the service. I am 
distinguishing between the words the"value of the service" 
end the "value of service principle" as you will see when 
this goes forwerd, but would you agree that -- " 


"The railroad rerely attempts to charge the 


entire value of the service on each commodity or 
sléeen of traffic." ? 
A, Well, I egree with that. By oend large it is 
probably true. 
Q. Then I go on: 
"The value of the service sets en upper limit 
beyond which the traffic will not move." 
Do you egree with that? 


A. I agree with thet. 


Q. "Prime or variable costs, on the ‘Other hend 
fix the lower limit below which the rate must 
not fall."? 


A. Well, he hes seid there "must not" or "should 
not". I think there is 9 difference between t.ha't end, 


shall we say "does not". 
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Q. Well, I have nothing to say about that. 

"Must not", I suppose, is used in 3 regulatory sense. 
"But where between the upper and lower limits 
will the rates be fixed? The answer is summed 

up in the phrase ‘charging what the traffic will 

bear'. This is a much abused phrase. It is often 

falsely interpreted to mean exacting the highest 
possible charge that can be extorted from shippers." 
Now then, is there any suggestion in some of your ex- 
amination yesterday by Mr. Brazier that the only limit 
on the railroad charging the maximum of what the traffic 
will bear would be the bargaining position of the shipper? 

Be From the shipper's point of view that would have 
to be the maximum, 

Q. I do not want to have it qualified from the 
shipper's standpoint. Is that the only way you indicate, 
to suggest that the position of the railways was limited 
only by the bargaining position, the relative strength 
of the bergaining position of the railways and the 
shippers? 

A. I think I tried to suggest, sir, that the 
final rate probably lay somewhere between the lower 
limit acceptable to the railway and this upper limit 
and I did not mean to infer at all that the railway 
always or even at any time drove s hard bargain. 

Q. I am not suggesting improper motives but l 
want to get exactly whet you did mean because I understood 
from your evidence that you thought: that subject only 

; to perhaps some ceiling fixed by the Board, the bargaining 
position of the shipper end the railways determined the 
extent to which the value of the service would be reflected 


in the rate? 
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Rie Well, I suppose we sare back to what we mean 
by "value of service" again. 

Q. Value of the service -- not the value of 
service principle. If you did not mean to infer that I 
will pass on. I would like to pess on. If you did 
not mean that you were giving undue importance to the 
bargaining position of the parties, if that was not the 
effect of your evidence, then I will pass on: 

A. I think the effect of my evidence was that the 
bargaining position of the parties is an important fector. 

Q. Now then, efter some further remarks (I do not 
want to read e1l1 of it) this is a further statement by 
Dr. Locklin in the same peragraph on the following page, 
LSS? 

"To be more precise, charging what the traffic 
will bear means charging the rate on each commoditity, 
which, when the volume of traffic is considered, 
will make the largest total contribution to fixed 
or overhead expenses." 


Do you agree with that? 


(Page 14903 follows) 
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Rs Well, that would be essentially the same thing 
as suggesting that in each case you make the best bargain 
you can above your -- 

Q. But it has a very different connotation, has it 
not? It has this connotation, that there is the objec- 
tive in this value of service principle of maximizing the 
volume of movement, and is that not the essential differ- 
ence between a mere question of bargaining? 

fie I am afraid I cannot see the distinction you are 
making, 

Q. Let us suppose that a shipper would be prepared 
to pay a rate of $1 if he had to, if he were forced to, 
if his bargaining position required that he had to do it. 
It might pay the railways to put in a rate of 80 cents in 
order to make sure that the shipper could develop his 
business and increase his traffic? 

A. Quite. 

Q. You see, that is the distinction I.am making, 
and I suggest to you that is whatDr. Locklin means, and 
that is what the Canadian Pacific mean when they talk about 
the value of service principle* 

A. I suggest in that case where the shipver is in, 
shall we say, a somewhat weaker position from a bargaining 
point of view that you may actually find it to your 
advantage not to charge the full amount that he could pay 
but maximize your returns at a somewhat lower level. 

Q. Maximizing the returns is a very different thing 
from maximizing rates? 

Ae Oh, absolutely. 

COMMISSIONER INNIS: Or would you say different 
from maximizing revenue? I am a little bit confused about 


maximizing movement -- is that the phrase used? 
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MR. EVANS: He says: 

"To be more precise, charging what the traffic 
will bear means charging the rate on each commodity 
which, when the volume of traffic is considered, will 
make the largest total contribution to fixed or over- 
head expenses,” 

COMMISSIONER INNIS: That does not mean maximizing 

movement? 

MR. EVANS: I think it means maximizing move- 
ment in the sense that taken together with the contri- 
bution to fixed or overhead expenses you also get a 
maximizing of profit to the railway. 

COMMISSIONER INNIS: That is to say, it might 
really be that maximizing movement would not maximize 
revenue « 

MR. EVANS: That is my point, that the witness' 
theory of elasticity of demand would certainly result in 
maximizing movement, but it might at the same time result 
in minimizing profit. 

THE WITNESS: I was going to say that I take it 
in that case you would be charging the normal and, shall 
we say, the monopoly price which is the price that gives 
you the greatest return in terms of volume produced, 

MR, EVANS: Q. I am not sure if you mean to 
differentiate between what I have read you as to what 
Dr. Locklin says. If you are I should like to examine 
it with you, or are you just stating it in different 
language? 

AG T think I am just stating it in different language. 


Q. There is no difference in principle between us 
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Q. Now then, at the top of page 154 I would like to 
read this to you: 

i The most profitable rate will be at different 

points for different commodities." 
Do you agree with that? 

Rh, That 1s quite true. 

Q."Whether it will be high or low will denend upon the 
prime cost of moving the particular commodity and 
upon the nature of the demand curve." 

ie Correct, 

Q. He uses "prime cost" there as synonymous with 
variable cost, does he not, in an earlier passage we have 
pacer ne i 

A.. i think that is his use of it, 

Q. And I read this again: 

"Whether it will be high or low will depend upon the 

prime cost of moving the particular commodity and upon 
the nature of the demand curve." 
When he says "whether it will be high or low" that is the 


most profitable rate, Would you agree with that quotation 


A. Yes. In each case you are maximizing your return 

from each segment. 

Q. "After the rate has been adjusted to the most 
profitable noint, a change either upward or downward 
will reduce the railroad's profit." 

A. Oh, quite. 

Q. Now then oy 

A. But in each case these are monopoly prices, that is, 

you are setting a monopoly price for each segment of your 
traffic, and where you can do that that is the proper way 
to maximize your profit. 

Q@. And of course you have regulation to see that in 


maximizing your profit you do not extort more than you should? 
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That is the purpose of regulation? 

A. But it may be that the actual ceiling as it has to 
be set up turns out to be considerably above this rate which 
will maximize the return. 

Q. It may be, and that is why when we talk of a 
ceiling we talk in terms of the standard rate but the vast 
bulk of rates are below that ceiling? 

-A. That is quite right. 

Q. Now then, you drew attention to major segments of 
traffic which are not now being carried at remunerative 
rates, and among them you mentioned the Crowsnest Pass 
grain rates? 

A. I think I paraphrased it by saying from a reading 
of your brief it appeared, 

Q. I am sorry, I do not want to tie you to that, 
Perhaps I should rephrase my question. You were comment- 
ing upon the position taken by the Canadian Pacific that 
certain rates were unremunerative, and you used, among the 
examples to which your evidence referred, the Crowsnest 
Pass grain rates? 

Ry. that 16 right, 

Q. Now then, you rather suggested that the railway did 
not seem to fear the effect of an increase on those rates 
upon the volume of movement? 

A. If I read your brief correctly, that was my conclus- 
ton. 

Q. And I do not think you and I have been in any dis- 
agreement. That would be because the elasticity of demand 
for wheat is perhaps less, and therefore the movement of 
wheat is perhaps less affected by the cost of transportation? 

A. That would be right. 

Q. Now then ,did you mean to suggest that the position 
thken by the Canadian Pacific in its brief with regard to 


these rates was out of harmony in any way with the value of 
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service principle, because if you did not I will pass on. 

A. Well, I suppose probably it would not, no. 

Q. I did not know why you referred to it wnless you 
had something in mind about inconsistency somewhere? 

A. I was trying to determine, quite frankly, what seg- 
ments of the traffic did not now appear to be bearing 
reasonable costs. 

Q. But your principle wowld require that if they were 
not, in fact, bearing their full cost these rates should 
be increased? 

A. Yes, I think in our original brief we said that 
where any traffic -- and I am not saying the Crowsnest 
rates are unremunerative but if they are -- that they 
Should be raised to the remunerative level, and any loss, 
or if the industry is in bad straits that would have to be 
a matter of a general subsidy. 

Q. Now then, when you were commenting on page 61 of the 
Canadian Pacific brief you were stating your objections 
to the value of service principle, and you referred to 
Professor Locklin as having defined this principle as the 
highest charge that can be levied without preventing a 
shipment from moving. I suggest to you you have misinter- 
preted Dr, Locklin? 

A. Or misquoted him. 

Q. I think misquoted him, actually. 

A. I think the quotation is on page 15/7. 

O ulG tok. Aor war od ee 

A. I think it is 157. 

Q. No, it is 150. Here is the quotation I think you 
were intending to refer to. 

MR. FRAWLEY: Have you got the reference in Mr, 


Brown's evidence? 


MR. EVANS: I have not had a chance to go through 
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the transcript. I did not get it until this morning. I 
think you will recognize this. I am reading from page 
150 of Dr. Locklin's book. 
g We shall therefore define the value of the ser- 
vice as the highest charge that can be levied with- 
out preventing a shipment from moving." 
In your quotation of him or in your reference to him in 
your evidence you say that Dr. Locklin defined the value of 
service principle as the levying of the highest charge that 
can be levied without preventing a shipment from moving. 
A. If I have misquoted him -- I have not a copy of the 
book, 

MR. BRAZIER: Is there a similar reference on 
page 157? 

MR. EVANS: I don't know. I cannot take time to 
read ar. There is little doubt this is what he was re- 
ferring to. 

MR. BRAZIER: Probably if you will let him see 
the book - 

MR. EVANS: I will if he is in difficulty with it. 
I have the reference to the transcript. It is to be found 
at page 14820 and reads: 

"Mr, Brazier: On page 61 of the C.P.R. brief, Mr. 
Brown, they state:- 
'The system of rate-making used by Canadian rail- 
ways is the value of service principle.' 
What objections have you to this pricing policy? 
A. Professor Locklin, who appeared before this Comm- 
ission, has defined the value of service principle as 
the highest charge that can be levied withamt prevent- 
ing shipments from moving." 
This is what Professor Locklin says: 


"we ghall therefore define the value of the service 
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as the highest charge that can be levied" -- 
You see I want to direct your attention to the fact that 
the definition you have referred to is not a definition of 
the value of service principle, but a definition of the 
value of the service. Do you follow me? 

Bs I follow your criticism. 

es Now then, if you are talking about the value of 

the service you may not be talking about the value of 
service principle as applied in rate making. I suggest 
to you the value of the service is this upner limit that 
you were speaking of whereas the value of service prin- 
ciple in rate making, as it has come to be known, recog- 


nizes that you do not go to that upper limit if it will 


not maximize volume and profits. Do you see my point? 
As I. see. your point. 
Q. Do you not think now that perhaps you have 


misquoted Dr. Locklin to that degree? 
A. There is a possibility; I will have to check that. 
I did not have access to the book recently. 

THE CHAIRMAN: I suppose, Mr. Evans, that the 
point we are really pursuing here is to determine how the 
celling ought to be fixed. You see you say there is a 
ceiling, and that ceiling is the charges allowed by the 
Board, You operate up to and below that ceiling. On 
the same page of your brief you say: 

"Cost of service, while not the principle on 

which railway rates are made in Canada” -- 
You mean there made by the Board? 
MR. EVANS: No, I say that is not the principle -- 
THE CHAIRMAN: When you say "made", "cost of 


service, while not the principle on which railway rates 


are made" -- what do you mean by that? 
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MR. EVANS: I mean made by the railways under 
regulation of the Board. 

THE CHAIRMAN: You do not mean fixed by the Board? 

MR. EVANS: Some are fixed and some are not. 

Some are fixed by the Board and others by the railways them- 
selves. 

THE CHAIRMAN: I take it the first process con- 
cerns us. 

MR. EVANS: I think both do. 

THE CHAIRMAN: Primarily what should be the 
scope of the Board? You say that cost of service is a 
factor or consideration in fixing a rate on a given com- 
modity or class of commodities? 

MR. EVANS: Yes. 

THE CHAIRMAN: That is, the Board does that very 
thing; it fixes what you call a ceiling on classes of com- 
modities, and do you say that in doing that they do not 
follow the principle of cost of service but that they give 
it some consideration? 

MR. EVANS: Yes, sir. 

THE CHAIRMAN: And what other princinvles? 

MR. EVANS: They apply the value of service 
principle, which is a combination of differential pricing 
with cost pricing. The distinction between the cost of 
service principle and the value of service principle is that 
the cost of service principle pays attention only to cost 
and the other pays attention also to differing abilities -- 

THE CHAIRMAN: You say the Board to-day takes both 
‘these things into consideration? 

MR. EVANS: Yes, that is the whole principle. 

THE CHAIRMAN: The cost of service and the value 


of service? 
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MR. EVANS: Yes. 

THE CHAIRMAN: Q. What change would Mr. Brown 
make in that? You would substitute, would you? 

A. As I suggested yesterday, sir, it seems to me 
that value of service as a criterion is a subjective 
quantity -- 

'Q. Yes, you told us that, but there are the two 
things, the cost of service and the value of service. 
We are told those are the main elements that the Board 
takes into consideration in fixing charges. You say that 
is wrong, do you not? You would substitute what you 
call -- what do you call it? 

As We would say they would have as a criterion the 
cost of service, and that the rates should be fair and 
reasonable in relation to that. 

MR. FRAWLEY: I think it is only fair to make 
this observation in view of what my friend Mr, Evans 
has. just said. His chief traffic expert, Mr. Jefferson, 
has told us on more than one occasion that he cannot tell 
us what it costs to move traffic from point to point. 

MR. EVANS: This witness has said the same thing. 
We never denied that. 

MR. FRAWLEY: You have just told the Chairman -- 
and I am sure honestly -- that the cost of the service 
enters into the fixing of the rate, 

MR. EVANS: Perhaps Mr, Frawley should read 
some of these books rather than interrupt me because it is 
quite simple. We have discussed this many times, that 
there is an element of cost in the value of service prin- 
ciple, and if you would like me to help you on it it 
means that the variable costs are the minimum, the out 


of pocket costs are the minimum. The over-all cost is 
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reflected in the total level of. rates. The cost of 
service principle allocates to each group of commodities 
the cost of icarrying that commodity. There is no 
inconsistency in what I am saying at all. 

MR. FRAWLEY: I am sure this is all very inter- 
esting, but I am intensely interested in the practical 
application ed 

MR. EVANS: Are you objecting to my cross- 
examination? 


MR. FRAWLEY: Well, I just thought I might assist. 


(Page 14915 follows) 
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COMMISSIONER ANGUS: Q. Is there anything 
subjective about the value of service, as Professor 
Locklin defines it, I mean the definition which was 
read? 

A, Well, I think it is a matter again of opinion, 
as to what rate might or might not stop traffic. 

Q. You would find it out by trial and error? 

hoe Tes. 

COMMISSIONER INNIS: Q. It is a theoretical 
question in any case. 

A. That is right. I think the chief difficulty 
of the application of that principle is that it may 
tend to bring about monopoly pricing, where @ monopoly 
exists, and competitive pricing where competition exists. 

Q. I am wondering whether consideration of the 
whole problem, from a monopoly point of view, might 
clarify your argument. 

Start with the argument that a railway is a 
monopoly, and that it is handling traffic presented by 
&@ great group of monopolies, and that those monopolies 
are being exploited by the railways, in so far as they 
can be exploited; and thus evade the whole question of 
competition which, it seems to me, gets them into tkis 
administrative cost of service principle, and perhaps 
to overlook the monopolistic element which seems to be 
very peculiar to the whole industry. 

A. I am not quite certain that I follow your 


question. 

Q. Well, I do not know that I can put it any 
more clearly. I suppose that all text books start with 
the assumption that railways 4re monopolies? 

Ay YPhat is Pight. 


Q. They are monopolies, therefore they are not 
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concerned about the monopolizing of their services to 
the maximum advantage? 

Bien Yess 

Q. Now, all shippers are, in their own way, 
monopolies; that is to say, presumably if they are not 
monopolies, and competition does not exist, there is 
no movement of traffic. But they have a monopoly which 
enables them to ship the goods certain distances and 
to dominate certain markets, 

A. I think the difficulty, as I understand it, 
is that in certain segments, certain areas, the monopoly 
element on the part of the carrier is much stronger, 
relative to the user. 

Q. Yes. That is the whole thing. 

A. While in other parts, the reverse situation 
is true. 

Q. Yes; and the position gets into that of 
elasticity of demand, and that type of commodity is 
perhaps overlooked in the sense that it is not so much 
the matter of demand as the matter of monopoly position, 
such as in the case of wheat. Let us say, in Western 
Canada, if railroads are in a position to overe- 
expand that monopoly by charging too much, then there 
will be complaints. And there your statute is 4 pro- 
tection against overcharging, by a monopoly, on the 
part of the wheat producers? 

A. It seems to me that the criterion by which a 


regulatory body can judge whether the monopoly price 
eva high has, somehow or other, got to be related 
Q@. When it comes to an argument about discrimin- 
ation or unjust discrimination, that is what happens. 
You go back to that sort of yardstick. 
A. Perhaps I might put it this way: I do not 


think I suggested they should make the same amount or 
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rate of profit for each segment of the traffic. 

I can quite visualize where there would be some 
variation in the rate of profit which might reflect a 
monopoly to a moderate degree. But there is still no 
basis, so far as I can see, by which the regulatory body 
has any means of deciding, not the question of undue 
preference as between two shippers, but just a matter 
of discrimination, whether it h@s become too great. 

COMMISSIONER INNIS: I am sorry, Mr, Evans. 

MR. EVANS: Q. If I might just follow up 
with one question on monopoly. I understand that you 
make an exception in your doctrine, in the case of the 
railways meeting competition from other forms of carriers; 
I think you mentioned motor carriers as one? 

A. Yes. It could be motor carriers. 

Q. Have you any idea of the average cost of carrying 
traffic by motor vehicle, in round figures, per ton mile? 

A. As contrasted with the railways? 

Q. No. How much per ton mile would you think it 
would be? 

A. I have not any idea. 

Q. I am not going to ask you to accept this figure, 
but let us suppose == and there has been a great deal 
of evidence -- let us suppose that the average cost of 
carrying goods eS motor truck is from 4 to 5 cents per 
ton mile, while the average cost of carrying goods by 
rail is 1.2 or 1.3 cents per ton mile. 

Would not the application of your cost of 
service principle, which I understand you want to apply 
on averages <- 

A. Yes. 
Q. In fact, produce an even greater monopoly than 


now exists, by eliminating motor truck competition? 
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A. Well, it seems to me that, as a country, we 
have somehow or other apportioned the traffic between 
the various types of carriers; and it appears that the 
railways have a very strong position in certain types 
of traffic; they are unbeatable, shall we say; and I 
might also say that in other types of traffic, apparently, 
they cannot compete, Then, there are the border line 
cases. 

But I suggest that if we have to strike some 
kind -- or maintain some fair competition between the 
various types of carriers, the only means whereby it can 
be done is by @ reasonable cost basis. 

Q. Does the differential pricing of the railways 
produce more than a close approximation of the motor 
carriers not provide some of the difficulty in getting 
that sphere defined? 

ey Yess 

Q. And if you want an average cost basis, you would 
quickly eliminate all except purely local traffic 
deliveries by motor truck in the country? 

A. We would then know what the motor truck carriers 
should take and what they should not. The public them- 
selves would decide. 

Q. I suggest to you that the monopoly position of 
your railways would be greatly strengthened by this kind 
of cost of service principle which you propose? 

A. Well, may I say, so what? 

Q. If you agree with that, that is all right. 

A. That is fine. 

Q. Then you rather disliked, I gather, the use of 
the term "out-of-pocket cost" as used by the Canadian 


Pacific in its brief? 
A. To be quite frank with you, I have been unable 
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personally -- 

Q. To rationalize it? 

A. Both rationalizing your position, or to find 
one which satisfied myself. 

Q. You would say you did not think it could mean 
marginal costs? 

hie Right. 

Q Because marginal costs tend to go to zero? 

Ac othat is right, 

Q. In many cases they go to zero? 

Aw) Pretty close,.I think. 

Q. Suppose we have a little examination of the 
difference between marginal costs and average variable 
costs. 

Average variable costs are simply derived 
by dividing the total dollars of variable costs with 
the total units of traffic; while marginal or 
instrumental costs, they are the costs incurred by 
added traffic or traffic subtracted. As a matter of 
principle, when the average variable costs are constant, 
the marginal costs are also constant, and will be found 
to be of the same level? 

A. That is true. 

Q. When the average variable cost is ascending, 
marginal costs prove to be higher than average 
variable costs. 

A. That is correct. 

Q. And the reverse is true? 

A. That is correct. 

Q. I suggest to you that we have never had, in 
recent times, any evidence of declining variable costs 
in the railroad business per unit, average variable 


costs per unit. 
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A. Well, I will take your statement for it. 

Q@. You will not have to take my statement because 
I have an extract from the Quarterly Journal of 
Economics", from an article written by Professor L. 
Wilson and Professor J. R. Rose. I do not know them. 
It is dated August, 1946, and therein this statement 
is made: 

"Declining variable cost per unit, while 

logically admissible for theoretical purposes, 

is probably rarely experienced in any industry, 

and there is no reason to believe it exists in 

railroad transport except under extreme con- 

ditions of underutilization." 

Ay “RLenG: 

Q. And you could hardly say that we have extreme 
conditions of underutilization today. So I suggest 
to you that since you have no disclosing of variable 
costs per unit, you could never get marginal costs 
lower than average variable costs, and therefore never 
to zero? 

A. Well, perhaps the point is what was meant 
by marginal and what is included in your element of 
costs. 

I am suggesting that the cost of adding 

just one more box car to a train which is nine-tenths 
full, I mean the train is nine-tenths loaded, does 
not add very much to the actual cost. It is the sense 
in which it is used. 

Q@. You do not use it in the sense that the 
Cenadian Pacific brief do, using out-of-pocket costs? 

A. I could not make out how you were using it. 

Q. Do you know that the Interstate Commerce 


Commission has sometimes mixed up average variable 
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costs and marginal costs in their judgments, because 
it is a very fine distinction? 

A. Quite. 

Q. I have about one more point I would like to 
discuss with you for a moment; but before I go on, 

I think you referred to this also in the same criticism, 
Oh, yes, of out-of-pocket costs; you referred to a 
figure of 34.4 cents car mile earnings for grain move- 
ment from Port McNicoll to Montreal, and you rather 
Overlooked the question of ton mile costs? 

A. Yes. Ton mile costs to me are primarily 
significant when you are comparing the same commodity, 
such as where the cost per ton mile is .66 on wheat 
for a given distance, and where the cost is .55 cents 
for a part of that distance per ton mile. 

Q. I did not want to leave on the record any 
suggestion, unless you mean it, that ton mile earnings 
are not at least equally important to car mile earnings. 

A, I am afraid I cannot agree that they are. 

Q. You disagree? 

A. Yes. 

Q. That is fine. But at least the Canadian 
Pacific brief gives them about equal prominence? 

A. Yes, you have mentioned both in nearly every 
reference. 

Q. So it would not be fair to leave that sug- 
gestion with you that a confusion existed about out- 
of-pocket costs, and that an inference should be 
drawn because they have 34.4 cents car mile earnings, 
and that that was in some way an inconsistent use of 
the words “out-of-pocket cost"? 

A. I think I suggested that I did not know what 


it meant. To me that 34.4 cents was almost exactly 
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the same as the average selling price. 

Q. Does it not get down to this: let us 
visualize the kind of train you were comparing in 
your evidence, or the kind of traffic. You talked 
about car loadings of 50 tons of grain, and another 
car loading 5 tons of automobiles. 

Let us visualize 100 cars, each car weighing 
20 tons without any load, and carrying 50 tons of 
load. That would make a total tonnage of 7,000 
tons. 

A.” Rignt. 

Q. 100 cars having a tare weight of 20 tons 
carrying a load of 5 tons would make 2,500 tons, 
roughly one-third of the total weight. 

I suggest to you that one of the prime 
considerations in the movement of trains in this 
country is tonnage which the locomotive can haul 
over a certain line; and I suggest to you that for 
a given load you might require two or three trains 
to pull those 100 cars of grain as compared with 
one train to pull 100 cars of automobiles? 

AY 6 admit that possibility. 


Q. So tonnage is @ very important element in 


cost, and in variable costs too. 

AY It tea factor, yes. 

Q. A very important factor. Let us be fair 
about this. 

A. I do not know how much weight to give to the 
importance, but it is a factor, yes. 

Q. Are you saying it is an unimportant factor? 

A. No. 


Q. Are you saying it is only 4a factor, or are 
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you prepared to agree that it is a very important 
factor? 

A. I do not think it is a very important factor, 
but I think it is a factor. 


THE CHAIRMAN: We shail adjourn now. 


---At 1 p.m. the Commission adjourned until 2.45 p.m. 


(Page 14935 follows) 
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AFTERNOON SESSION 


MR. EVANS: I have no further questions 
for my friend, my lord. 

THE CHAIRMAN: Anybody else? Then all we 
can do is thank you, Mr. Brown. Now, what is next? 
That finishes British Columbia, does it? 

MR. BRAZIER: No, I am calling one other 
witness, my lord. 

THE CHAIRMAN: Another witness? Who is he? 


MR. BRAZIER: Mr. Kent. 
MR. LIONEL P. KENT - CALLED 


EXAMINED BY MR. BRAZIER:- 

Q. Mr. Kent, you are a member of the 
Institute of Chartered Accountants, Province of 
British Columbia? 

As Iam. 

Q. And you served on the Council of 
that Institute? 

A. That is correct. 

Q. And you are a Vancouver partner of the 
firm of Riddle, Stead, Graham and Hutchison? 

A. Yes. 

Q. And you have been associated with that 
firm for twenty years excluding five years that you 
were in the armed services? 

A. That is approximately correct, yes, Mr. 
Brazier. 

Q. During the war period you served as 
Director of Accounts and Finances for the Royal 
Canadian Airforce overseas? 
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Q. And at the end of the war you held the 
_rank of Group Captain in charge of all accounts and 
finances for the Royal Canadian Airforce? 

A. That is correct. 

Q Your firm has offices throughout Canada? 

A. They have. 

Q And in Great Britain? 

A They have. 

Q. And you are associated with the firm 
of Arthur Anderson & Company of the United States, 
with offices throughout the United States? 

A, That is correct. 

Q. Now, you have acted as financial 
adviser for the Province of British Columbia throughout 
the 21 Percent. Case, the 20 Percent. Case, the Mountain 
Differential Case and the present Royal Commission? 

A. I have had that privilege, yes Mr. Brazier 

Q. And I understand also that you acted for 
the City of Vancouver in respect of rate regulation 
for the British Columbia Electric Railway? 

A. That is correct. 

Q. And you have recently acted as account- 

ant and adviser to the B.C. Telephone Company and 

other associated companies on the question of telephone 
rate regulation? 

A. I have. 

Q@. Is there anything you wish to add to that, 
Mr. Kent? 

A. I think that is quite a full and fair 


review, Mr. Brazier. 


Q.. You are responsible for the drafting of 


A) al 
; 


n> bd 
ba af ‘a me oe) 
ii . 


Pr) 


> ay 
= bed 


4 


4 


fet inftcatt wee tea “ait? ‘ie Seere ait} 20 sete 


Fors nethewnon Lika Tro sgeuttie et see mee 7‘ ioe2 
secre Peet CAD LONE ote noe ret SEE 


ie 4¢ 
RRO i sox 


; ae DEE Fe ae | ; . 
peri Haeciigeeriid sen tLo arr sash) cate 


a* 


2a wn eT 


. > 
. ‘ ee P . ame zh 3 } 
ty PoltnweAss OER - AY BHA ¥ “ : 


_ jee? 2eh sh 


eactraiate dhecikal! oofSt Sho yaethenedd 20 cae oi cutiren 0 om 
(Vile eS AE Boe oo 


come tek? Hesiad 2th Mawes .eeahs to shes ie te 
fii eck oleh, cs ey "3 ==! 
- + ah ah pie tik BC . re nee att ees : 
' j all ¢ 
- - 
~/— ‘ «hay age ee > ye Pe . eeeueue t oy "2 i in @ 
| ifebommrit can baton .aatlay eet oat z 


q 
' , =e ae sf on BUN Re) ay NEE rarer Gi re) me ebe 7 a 
uy & err a wey ef +4 Y Sata eee . ES a * 7 
nie Pogotiassrreh) oo apa thee Reel” nee 


: ae sine we oye ake gore’) . hereon! Ras oe) i 
sp hatha! eit? . aban . . KirR@eee “S -aeet Lae + dremoreall [4s - : 


. 
% 4 i 
| i128 POH < a ae 4 ay : we TTS ey £50 Lie theses OT 


if, oteny tere See) Lay orune a, 


‘ 
we iA { 
: cot Forage eet feet eoiagl * a. be 
wet kee . a seat , ose aired oe HOST OVER Le ; Wo. 
n > 
- 7) 
Tye © ‘, wei <T * hee “D . 
‘ : : Cio ae ee eae ‘ q 5 i." ; 
ia i Se Poe .GHOY i UES Peas Ore eee ei ae Ce A f 1 * ha rt 
. ‘ar F 
: al ery PP EDD - 4 
weakteisaan adhy fio steagecr mi -sesmmoanl to. NEO aad 
39 ea a les ey ea st : 


dette oh ES ain Peed ott ort " 
| pew ikt aero die +a ide fon cela Eel ied Si yt vis, 


Mery i $4 48 
i. wT | <aeafpat Bee ae cle ‘SS 
ae 8 eqn): am One le é y Py oe Seed as TER 5 bin bare a i. 


LO eae OAS: gro rad hermgexso *4 ee sence 
oe ses agers AOS Bt 


| 

“1. 
ved YE _ Pe 

esi) 733 baba odd haat .woy eat Gos whe reel © Ah 


up 


vErn? pee b Et :6 vad fup “el tend aleda is iI. ak 
( 7 a j 


Uabsete . 
j s, at ia 
gontiesbit: a8 renner: — 
ne 7 


- 14937 - Mr. L.P. Kent 


the first ten pages of the further submission made 
by the Province of British Columbia? 

A. I am. 

MR. BRAZIER: Mr. Chairman, I am going 
to ask Mr. Kent to read that into the record, because 
there may be questions the Commission wish to ask him 
as he goes along, and I think that is the quickest 
way. Mr. Kent, would you read into the record pages 
1 to 10 of the Submission. It is entitled "Further 
Submission by the Province of British Columbia". I 
have additional copies, Mr. Chairman. 

THE CHAIRMAN: All right now. 

MR. BRAZIER: Q. Mr. Kent, would you now 
read into the record that part of the Brief? 

A. The principal recommendation in the 
accounting and financial field - - 

THE CHAIRMAN: Just a minute. 

COMMISSIONER INNIS: What page is that? 

THE CHAIRMAN: You said the first ten pages? 

MR. BRAZIER: He is probably leaving out 
the first sentence or so. 

THE CHAIRMAN: Yes, I see, the end of the 
second sentence. 

fh. Ce That ois<correct, .sir: 

The principal recommendation in the accounting 
and financial field which the Province of British 
Columbia desires to stress is the advisability of 
the adoption of uniform accounting regulations for 
Canadian Railways. It was stated by the Canadian 
Pacific Railway Company in their Submission to the 


Royal Commission on Transportation that this subject 
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can be dealt with by the Board of Transport Commissioners 
of Canada under existing legislation and that the Board 
can and do require the Railway Companies to submit 
periodic reports or any particular information on 
demand. Whilst the position taken by the Canadian 
Pacific Reilway in that regard may be technically correct, 
there are two fundamental factors bearing thereon that 
should be given cognizance. Firstly: there are, at 

the present time, no uniform accounting regulations laid 
down by the Board of Transport Commissioners which 
direct the Railways to maintain their basic accounting 
records in any prescribed formula, and in consequence 

of this omission, the reports received by that Board 

do not provide a sound basis for comparison of the 
operating results reported upon and thus the measure of 
control that is capable of being exercised by the Board 
is sharply diluted. Secondly: at the present time 

the Board of Transport Commissioners of Canada has 

not available atechnical staff of sufficient size and 
strength to enable the Board to keep itself apprized 

of all the current changes in the transportation 

field as it may affest the finances of the Railways 

and as it may be reflected by their current reports. 

The Canadian Railways adopt the broad classi- 
fication of accounts as prescribed by the Inter-State Commerce 
Commission of the United States for the segregation 
of income and expenditures, but the extent to which the 
more particular directions of the Inter-State Commerce 
Commission are applied, varies as between the different 
Companies according to their own interpretation of 


the regulations and the purposes that they deem desirable 
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to serve. In so far as the classification of the 
capital assets and liabilities of the Canadian Railway 
Companies, there is even less uniformity between them 

in the accounts than in the case of the classification 
of income and expenditures. The auditors of the 
Canadian National Railway Company in their report 
covering the fiscal year ended December 31st, 1944 

and again, in their report covering the fiscal year ended 
December 3lst, 1946, recommended to Parliament the 
desirability of the adoption of a uniform system of 
accounting to be applied to Canadian Railways. For the 
benefit of the Commission we quote below the recommenda- 
tion headed "Uniform Accounting Regulations" contained 
in the 1946 report to Parliament of the auditors of 

the Canadian National Railway system which, in turn, is 
requoted from the auditors 1944 report. 

MR. BRAZIER: I don't know whether the 
Commission wish us to read that rather long quotation 
which follows from the C.N.R. auditors! report. Perhaps 
Mr. O'Donnell can advise us whether they are going 
to be placed before the Commission. 

MR. O'DONNELL: Well, I will be glad to 
have tHem if the Commission wishes them. I haven't 
any fixed view on the matter at the present time. 

THE CHAIRMAN: Go on reading this document. 

A. Very good, sir. 

UNIFORM ACCOUNTING REGULATIONS:- (quoted from the 
Canadian National Railways! auditors! report). 
In pursuance of our 1944 Report on the above 


matter, we again recommend to Parliament the early 
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establishment of Uniform Accounting Regulations for 
Canadian Railways under the statutory authority of 
the Dominion. For the convenience of Parliament we 


quote from our 1944 Report as follows:- 


(Page 14942 follows) 
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"Having in mind the conflicting elements 
in the railway situetion in Canada and the 
widespread publicity given to the matter from 
time to time in the decade preceding the present 
wer, we are persuaded that the uniform presen- 
tation of the published accounts of the two 
.major Cenadian R ilways will be of far-reaching 
importance in the post-war years to the Govern- 
ment and people of Canada as the shareholders 
of the National System. Accordingly, we deal 
briefly with the matter to which we have meade 
reference for several yeors. 

Viewed strictly from an operational stand- 
point, the published accounts of the two 
railways have not been subject to proper com- 
parison because of:- 

(a) | Difference in the accounting bases as 
between Operating, Income, Surplus and Reserve 
Accounts and as_- between the 'Consolidated' 
and'Psarent Company! presentation, and 

(b) Disparity in traffic density over the 
peacetime years, due largely to the difference 
in purposes of original construction and ex- 
tension of se considerable portion of the two 
properties, 

We therefore recommend to Parliament the 
establishment, as early as practicable in the 
post-war period, of uniform accounting regul- 
ations for Canadian reilways under the statutory 
authority of the Dominion. 

The recommendation is primarily thet, after 
providing for any special requirements inherent 


in the ancillaryw operations of Canadian railways, 
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these regulations governing the published 
accounts should follow the broad bases of the 
Interstate Commerce Commission classification 
for the United States railways in respect of 

the eccounting allocsetions to Total Operating 
Revenues, Total Operating Expenses (suggested 
-to include Deprecistion of 311 Equipment and 

the larger units only of Depreciable Fixed 
Properties), Net Income, Surplus and the General 
Balance Sheet Accounts including specific 
provisions covering the utilization of Reserves. 
Whilst the adoption of the broad bases of the 
Interstate Commerce Commission classification is 
recommended because of international eeannitoses 
it is in regard to the voluminous details involved 
in geome of the orders effecting the railways of 
the United States that we see the desirability 
of the proposed Canadian regulations differing in 
policy by simplifying the methods of accounting 
distribution at the source and by the avoidance 
of a certain amount of clerical expense. 

It is further recommended thst the reguletions 
require the published Income Accounts to show the 
two principal traffic density factors of freight 
tonnage and passenger volume per mile of road 
operated. 

The main advantage arising from the adoption 
of the proposed regulations would be the making 
available to the Government and people of Canada, 
particularly during periods of public discussion, 
an improved yardstick with which to measure the 


relative operating performances (apart from Fixed 
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Charges) of the two major railways, thus el- 
iminating the misconceptions arising through 
the endeavour to compare published results which 
have not been computed on the same basis." 

We Wish to make clear to Parliament, es we have 
on previous occasions to the Reilway Committee, 
the accounts of the National System sare maintained 
a high degree of efficiency and that our recommenda- 


is not in any sense an attempt to question the 


right of the Canadian Pacific Railway to present its 


accounts to its stockholders in any way it may deem 


proper within the structure of existing railway legis- 


lation in Canada. The present objectives of our recom- 


mendetion are therefore threefold and relate only to: 


(a) The securing to the National System and 

in turn the Dominion as its proprietor of the 
assurance, particularly during any periods of 
economic stress in the Canadian Transportation 
field and public consideration of the remedies 
therefor as may recur in the future, that a 
strictly uniform basis will be effective in 

the public presentation of the relative operating 
performances (apart from Fixed Charges) of the 
two major railway systems in Canada. It has 
been our publicly expressed opinion for many 
years that this objective could be accomplished, 
without prejudice to the respective interests 
involved, through the medium of accounting 
regulations prescribed by a department of the 
Dominion Government vested with suthority and 
facilities for enforcement similar to those of 


the Interstate Commerce Commission in the United 


States; 
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(bo) The substitution in Canada of present 


public reference to the classification of the 


Interstate Commerce Commission of the United 


States in respect of the accounting practices 


of the National System in Canada by future public 


reference to the Dominion Classification as the 


‘basic suthority for such accounting, end 


(c) The making available to the Dominion of 


’ standardized accounting and financial infor- 


mation on Canadian railways, drawn up in strict 


accordance with its own prescribed regulations, 


in any considerstion it may be called upon to 


give from time to time in the long-term future 


in respect of transportation rates and related 


matters affecting the public interest in Caneda." 


That is the end of the quotation, sir. 


For the reasons given in the above quoted 


report and for the reasons outlined herein, it would, 


in the opinion of the Province of British Columbia, be 


a8 great step forward in the regulation of Canadian 


Railways if the Board of Transport Commissioners were 


directed to formulate rules and regulations prescribing 


the menner in which accounts for all Reilways Companies 


under their jurisdiction should be maintained. Not the 


least of these advantages would be that Canada would 


be in the position of having its own enforceable 
lations covering this vital phase of the control 
an important part of the economic life of Canada 


than being in the position of partially adopting 


regu- 
of such 
rather 


the 


regulations of anotmer country whose transportation 


problems are not in .all respects similar. 


The frami,ng of the accounting regulations for 


Canadien Railways should direct particular attention to 
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certain of the problems which have beset the Board of 

Transport Commissioners in determining the criteris of 
financial need of Canadian Reilways, The Province of 

British Columbia wishes to submit its recommendations 

regarding those specific problems: 

The accounting regulations should make pro- 
vision for the detailed classification of all items 
which comprise the assets and liabilities of Companies 
engaged in the provision of rail transportation in 
Canada whose activities f3ll within the orbit of the 
Board of Transport Commissioners. The classification 
should provide for the complete segregation of assets 
and liabilities employed in the furnishing of rail 
service from all other assets and liabilities of the 
Company. We will have certain recommendations to place 
before the Commission regarding this particular phase 
in 3a later portion of this Brief. The assets employed 
in the provision of rail service should be segregated 
in such detail as is practicable with a minimum re- 
quirement of showing each category of depreciable and 
non-depreciable property separately. 

The accounting regulations governing the 
Classificafiionof assets should provide the framework 
for the classification of a11 maintenance expenditures 
as between: (a) additions to capital assets, (b) 
charges to the appropriate depreciation reserve and 
(c) charges to maintenance expense under the various 
Sub-classifications. 

The provision for depreciation, replacement 
and retirement is of such magnitude in the operations 
of a railway that separate specific recommendations ere 
called for dealing with this phase of the subject. It 


is the recommendstion of the Province of British 
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Columbia that the regulations should contain as specific 
directive to the Railway Companies on this subject. 

The item of depreciation looms so large in proportion 
to all other maintenance expenses that, unless depreci- 
ation is computed on the same formula by 211 the op- 
erating railway companies, that a comparison of the 
operating results thereof becomes so distorted that 
they ere incapable of intelligent comprehension. It 

is the recommendation of the Province of British 
Columbia thet after all assets employed by the Railway 
Companies in the furnishing of railway service ere 
classified ss depreciable and non-depreciable, that a 
maximum rate ofdepreciation computed as a percentage 

of cost based on the estimated life (commonly referred 
to as the straight line method of depreciation) for 


each class of depreciable assets be established. 


(Page 14950 follows) 
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COMMISSIONER ANGUS: Q. Be established by whom, 
by the Board? 

Ae Be established by the Board in consultation with 
the railway company officers. I think we develop that 
point later. 

THE CHAIRMAN: Q. Then you would leave the Board 
free to establish or not to establish it? 

A. No, @ir. 

Q. You would compel the Board to establish it? 

A. We would direct the Board to establish it. 

Q But by legislation? 

AC No, sir, merely to provide legislation under which 
the Board could act. 

Q. Suppose the Board refused to act that way; then 
what? 

A. Then that would be a matter for the judgment of 
the Board, sir. 

Q. Of the Board itself? 

A. Of athe yBoard iveelf. 

Q. Then you would leave it to the option of the 
Board? 

A. Precisely, sir; in other words, it is not our 
thought to write this into a legislative statute, sir. 

Q That would leave the Board free to adopt any 
method of depreciation which they wanted to, but you think 
they ought to adopt this one? 

MR. BRAZIER: We strongly feel they should adopt 
this method. I might say we might even take the position 
that if the Board failed to adopt it we may suggest that 
amending legislation be passed on this particular subject 
requiring them to adopt the straight line method. 

THE CHAIRMAN: In other words, you think the 


Board should be required to adopt it? 
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MR. BRAZIER: Yes, that is right. 

THE CHAIRMAN: It should be made statutory? 

MR. BRAZIER: I do not think in the first 
instance. 

THE CHAIRMAN: The Board should be given a chance? 

MR. BRAZIER: Yes, you see the Board in their 
last judgment have adopted the straight line method as 
the one that should be applied to the Canadian Pacific 
accounts, and we would presume the Board would continue 
to adopt that same method. 

THE CHAIRMAN: You would not suggest that we 
adopt the Board's present formula and make it legal? 

MR. BRAZIER: No, I do not think that is neces- 
sary in amending the legislation at the present time. 

Q. Will you go on, Mr. Kent, please? 

A. It is not our intention that the companies 
affected should be compelled to charge as an operating 
expense the full maximum established but rather that the 
company would have a certain latitude within the general 
framework as devised. However, if all companies com- 
puted their depreciation on the same basis and under the 
same formula, the effect of percentage differentials very 
readily could be ascertained. The setting of the maximum 
rates of depreciation would involve a study of the anti- 
cipated life of each of the categories of the depreciable 
assets. This study would be carried out by the engineers 
and accountants of the Board's staff in close consulta- 
tion with the responsible officials of the railway com- 
panies. The companies would, at all times, be at 
liberty to make representations to the Board for a change 
in rates if, through technological or other causes, the 


rates as established proved to be inadequate or, in the 
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event that the railway companies employed new types of 
equipment or radically changed the use of certain 
existing equipment, a new rate covering the altered 
Situation could be sought. 

It is in that connection that in my view it would 
be overly restrictive to have this all laid down as a 
matter of statute but rather in the discretion of the Board 
of Transport Commissioners or other controlling body. 

THE CHAIRMAN: Q. The point is you would argue 
all this right now before the Board, and they have the 
power to deal with that, so why are you submitting it 
to us if we are not to do anything about it? 

A. We are submitting it to you because it is not 
now controlled by the Board. The Board do not issue any 
accounting directions to the railway companies to direct 
them to keep their accounts in this fashion. At the 
present time the Board have, in so far as the Canadian 
Pacific Railway Company is concerned, assessed the deprecia- 
tion which that railway company shall be permitted in so far 
as rate making purposes are concerned, but that is quite 
a different thing to keeping their accounts in the first 
instance on that basis. 

COMMISSIONER ANGUS: QQ. Mr. Kent, you are 
asking that the Board should be directed to formulate rules? 

A. Absolutely. 

Q. And that would be a direction by statute? 

A That would be a direction by statute, but not 
that the rules should be laid down by statute. 

THE CHAIRMAN: Q. You leave them free to adopt 
either method of depreciation, the one followed by the 


Canadian Pacific or the one followed by the Canadian 


National? 
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A. Not under the Board's rules as I envisage them, 
no, sir, The Board would set out the depreciation 
formula which all railways would follow. Then there 
might be certain latitude within the formula devised by 
the Board. 

Q. You say the Board would set out the formula. You 
mean either formula according to the Board's own discretion? 

A, No, whatever rate, but not the formula. 

Q. Whatever rate. 

MR. BRAZIER: Q. I think the Chairman, Mr. Kent, 
is wondering whether or not you would provide under the 
rules that the formula should be the straight line as 
against the user method? 

A. That would be my personal recommendation, yes, 
Mr. Brager. | 

Q. That it should be what? 

fe The straight line method of computing deprecia- 
tion. 

THE CHAIRMAN:Q.Suppose the Board said no, we 
prefer the other; then what? 

A. Then that would be a matter for the Board's 
judgment, sir. 

Q. You legve it to the Board? 

A. I leave it to the Board. 

Q. That is the present state of the law, and if you 
do not wish any change what is the use of -- 

MR. BRAZIER: At the present time the Board, 

Mr. Chairman, cannot, in our submission, direct them to 
keep their accounts one way or the other way, and that is 
one of the matters in which we think it is important. 


THE CHAIRMAN: You want uniform accounting? 


MR. BR\ZIER: Yes. 
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THE CHAIRMAN: Then you get down to the question 
of depreciation and you then say leave the Board free, 

MR. BRAZIER: No, that is one of the points 
upon which we think it is important for the Board to have 
the power to adopt -- make them adopt uniform accounting. 

THE CHAIRMAN: I know. It would apply even to 
depreciation; it would include the method of depreciation, 

MR. BRAZIER: That is right. 

THE CHAIRMAN: But then when you get down to the 
method of depreciation there are two methods now, and you 
would leave the Board free to select either? 

MR. BRAZIER: That is right. 

THE CHAIRMAN: Is that right? 

MR. BRAZIER: Yes. 

THE WITNESS: But we are urging on the Board 
the desirability of accepting the straight line method, sir. 

THE CHAIRMAN: Yes, you can urge that to them 
inthe proper cage. 

THE WITNESS: The straight line method of com- 
puting depreciation is advocated for a number of reasons 
and without endeavouring to be exhaustive we submit those 
that, in our opinion, give to this system the advantages 
over alternate methods. This is not intended to be a 
full discussion of this subject as that is available to 
the Commission in the records of the 30% Case and the 
20% Case. However, so that our views may be summarized 
for the benefit of the Commission, we submit the following 
cogent points as supporting our recommendation: The 
Bare line method of providing for depreciation offers 
the best and, we may say the only method, under which a 
realistic comparison of the amounts charged by the dif- 


ferent roads can be made. It is simple of adaptation, 
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and in the case of different rates being used by different 
roads, the one can very readily be related to the other, 
The straight line method will automatically adjust itself 
to the vagaries of changing price levels as it gives 
cognizance to the fact that assets are acquired and used 
over a very extended period during which time the purchas- 
ing power of the monetary unit may experience marked 
changes, The straight line method reduces the estimates 
which are inherent in all methods of provision for de. 
preciation to its simplest, common denominator, namely; 
estimated life in terms of years. This method has the 
added virt 2 of being more easily scrutinized and 

thus controlled by a regulatory commission, and the 
reasonableness or unreasonableness of the resultant 

charge becomes very much more readily apparent in the case 
of the application of the straight line method of 
depreciation than in the case of the various alternates. 
The provision for depreciation by the straight line method, 
based as it is on the historical cash cost of the assets 
distributed over their useful life, excludes the appli- 
cation of a further extremely contentious and, in our 
opinion, unsound factor, namely; the weighting of the 
depreciation charge by an element for the estimated re- 
placement values of the assets currently being exhausted 
in the process of earning the income. It is our opinion 
that the provision for depreciation on the basis of re- 
placement values is not only unsound per se but that it 
runs contrary to the basic theory of formulation of 

rates in a regulated public utility. It. a6, in cur 
opinion, the function of a utility to provide the capital 
assets which in turn furnish the service at reasonably 


remunerative rates and that, shippers should not be 
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called upon to provide funds from current rates for 
acquisition of new capital assets, the operating benefits 
of which they do not enjoy. In conclusion it is the 
opinion of the Province of British Columbia that in 
considering this subject the proper function of deprecia- 
tion, that is, the assessment as closely as possible by 
annual charges to operations of the cost of the capital 
assets exhausted in the earning of the income, should 

be kept uppermost in mind, and it is our opinion that 

the straight line method provides the best available means 
of such a determination as this system can be more 


readily subjected to objective tests. 
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It is the recommendation of the Province 
of British Columbia that the classification of accounts 
should be so drafted that the vexed question of rail 
and non-rail assets is placed on an orderly and 
Settled basis. In our opinion, all assets in whatever 
form held, whether by way of ownership of the physical 
chattels or through the medium of shareholders in sub- 
sidiary companies, for example, the Toronto Terminals 
Railway Company and the Canadian Pacific Express 
Company, utilized in the furnishing of railway service 
should be classified as railway assets. It would 
follow therefrom that all income and losses derived 
from the employment of such assets would be classified 
as rail income. 

THE CHAIRMAN: Have you anything to say 
about the Consolidated Mining Company, Mr. Brazier? 

MR. BRAZIER: We have taken the position, 
Mr, Chairman, that that is properly "other account". 

THE CHAIRMAN: That it should not be con- 
sidered, one way or the other? 

MR. BRAZIER: That it should be excluded 
from "rail account". 

THE CHAIRMAN: That its profits and losses 
should not be considered? 

MR. BRAZIER: In the rail accounting. 

THE CHAIRMAN: In the railway rates, All 
right. 

THE WITNESS: The proper distribution of 
expense, including apportionment of overhead charges 
as between rail and non-rail income would also be 
made. To summarize the position taken by British 
Columbia in respect to the segregation of rail and 


non-rail enterprises conducted by any one Company, it 
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may be said that non-rail enterprises can be classified 
as complementary but not ancillary to the provision 
of railway service. 

The classification of all the multitudinous 
items of income and expenditure will present certain 
minor problems for consideration. However, in that 
connection there would not appear to be any sound 
basis for disturbing the general format of the existing 
distributions. To do so would be to sacrifice the 
great value inherent in long-term comparisons of the 
history of railroading in Canada. There is, however, 
One major departure from the existing structure, the 
feasibility and usefulness of which should be 
exhaustively explored. It is the recommendation of the 
Province of British Columbia that the accurate segre- 
gation of expenditure as between the passenger and the 
freight department should be very carefully examined 
with the end in view of establishing accurate costs of 
service. The division of expenditure as between 
passenger and freight and the proper determination of 
the cost of service are inter-woven subjects, for it 
is not possible to determine the latter without first 
segregating freight costs from the whole. The 
Canadian Pecific Railway Company in its outline sub- 
mission filed before the Royal Commission on Trans- 
portation takes the position in paragraph 63 that it 
does not believe any useful purpose would be served 
by adopting the practice of the Inter-State Commerce 
Commission in this respect (to wit: the practice of 
keeping their records in such 4 fashion that freight 
and passenger costs are separately determinable) for 
the reason that the Company has no option but to 


carry on the passenger business regardless of 
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profitability. This attitude on the part of the 
Railway Companies which has been expressed On several 
occasions during the hearings before the Board of 
Transport Commissioners, in our opinion highlights 
the need for just such information. That passenger 
operations are, under normal railroading circume- 
stances today, a heavy source of financial drain, is 
apparently admitted by the Companies. It is our 
Opinion that the cure for this ailment will never be 
found unless all parties charged with the solution 
of the transportation problem in Canada, including 
the Resilway executives, have the best possible 
knowledge of the extent of the disease. In the event 
that the rules governing the distribution of expendi- 
tures provide for the direct allocation of charges 
to freight and passenger service to the fullest 
extent practical, the attainment of the financial 
results of the respective departments can be very 
much more readily and accurately produced. The study 
of freight costs is also thereby greatly facilitated 
and claims of discrimination can be brought to a 
satisfactory and final conclusion. 

That is the end of that portion of my 


brief. 
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MR. BRAZIER: I would like particularly 
at this time to make reference to the evidence which 
Mr. Kent gave before the Board of Transport Com- 
missioners in the 20 per cent case, Volume 813, 
beginning at page 3219 and continuing to the end of 
that volume. In that evidence he dealt with this 
question of depreciation and replacement costs. 

MR. BRAZIER: Q. I want to refer you, 

Mr. Kent, to one statement to be found in the Canadian 
Pecific brief, Part I, starting at the very bottom of 
page 120, with the last three words there, and going 
Over to the next page. They are speaking there of 

Mr. Kent, and they say: 

"He also agreed with Mr. Thompson's state- 
ment ‘that the user basis more correctly reflects 
annual wastage'!". 

And they give the page reference as being 3284. 

Would you say that that statement correctly 
interprets -- or did you make that statement before the 
Board of Transport Commissioners? 

THE CHAIRMAN: You refer to the Canadian 
Pacific brief, Volume I, at page 120? 

MR. BRAZIER: That is right. 

THE CHAIRMAN: Well, what about it? 

THE WITNESS: What I said at that time was 
this: "It might more correctly reflect current 
wastage in one particular year, yes, Mr. Evans. That 
is WhAu I said at that time. 

MR. BRAZIER: Q. Which, in your opinion, 
1s quite a different statement from what they have 
alleged you to have made, in their brief? 

A. Fundamentally, Mr. Brazier. 


MR. COVERT: I was going to suggest that the 
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witness take the other witness box. 

THE WITNESS: Yes, the sun is just getting 
right in my eyes. 

THE CHAIRMAN: What are we going to do 
with this pulpit? 

MR. O'DONNELL: Just turn the thing around. 

THE CHAIRMAN: If we put the two of them 
too close together they will start whispering between 


themselves, 


CROSS -EXAMINATION BY MR. FRAWLEY: 


MR. FRAWLEY: Q. Mr. Kent, I would like to 
read a paragraph from the evidence given on the 8th 
instant by Mr. Morrison: 

"As the accounts of the Canadian Pacific 

Railway have been used as the yardstick in 
recent rate hearings and because of the nature 
of the 'requirements' as set out..." 
I happen to have another copy of this and it might 
be a little better; it is at page 14441, and the 
extract is quite short. It might be a little better 
if I let you see it, starting at the bottom of the 
page. 

"Ags the accounts of the Canadian Pacific 

Railway have been used as the yardstick in 
recent rate hearings and because of the nature 
of the 'requirements' as set out in the applica- 
tion for rate increases, a method of apportion- 


ment of certain of these requirements is 


necessary." 


(Page 14967 follows) 
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Then there is Mr. Morrison's quotation 
from the Canadian National Submission which I will 
skip. It goes on:- 

"Because of the merging in a common 
treasury of all monies which the Company 
has received by way of funded debt and 
capital stock, Alberta submits that in the 
case of fixed charges there must be an 
allocation and apportionment between rail 
and non-rail and in the sake Alvieetee 
and apportionment. The reason for such an 
apportionment is that the monies received 
eer cians of capital stock and other 
securities have been expended in both rail 
and non-rail activities, and, therefore, 
the payments in respect of fixed charges 
and dividends must be apportioned between 
these two operations of the company.” 

Now, on the next page:- 
"Alberta further submits that the basis 
of such an apportionment should be the ratio of 
the total net assets to the net fixed assets 
of rail and the net fixed assets of non-rail 
respectively. Such ratio would be used to 
determine the respective amounts of the fixed 
charges and dividends to be allocated to 
each activity." 
Do you agree with that statement of Mr. Morrison's, Mr. 
Kent .? 

A. I would agree in part, Mr. Frawley, but to 
my mind bath fixed charges, dividends and surplus are 


all the same elements of cost in that they represent - - 
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Then there is Mr. Morrison's quotation 
from the Canadian National Submission which I will 
skip. It goes on:- 

"Because of the merging in a common 
treasury of all monies which the Company 
has received by way of funded debt and 
capital stock, Alberta submits that in the 
case of fixed charges there must be an 
allocation and apportionment between rail 
and non-rail and in the aade Jaa vane 
and apportionment. The reason for such an 
apportionment is that the monies received 
Geir essdonas of capital stock and other 
securities have been expended in both rail 
and non-rail activities, and, therefore, 
the payments in respect of fixed charges 
and dividends must be apportioned between 
these two operations of the company.” 

Now, on the next page:- 
"Alberta further submits that the basis 
of such an apportionment should be the ratio of 
the total net assets to the net fixed assets 
of rail and the net fixed assets of non-rail 
respectively. Such ratio would be used to 
determine the respective amounts of the fixed 
charges and dividends to be allocated to 
each activity." 
Do you agree with that statement of Mr. Morrison's, Mr. 
Kent .? 

A. would agree in part, Mr. Frawley, but to 
my mind bath fixed charges, dividends and surplus are 


all the same elements of cost in that they represent - - 
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THE CHAIRMAN: They are all the what? 

A. All the same elements of cost in that 
they represent the cost, or the permitted earning if 
you like, of the capital required to furnish the 
railway service. If you are on a basis of fiscal 
requirements where a company has both rail and non- 
rail activities, if you are to apportion one part 
of the cost, namely the fixed charges, then to my 
mind you must also apportion the other elements 
representing the same cost, namely the dividends 
and the surplus. 

Q. Thank you, Mr. Kent. Now, will you 
look at page 9 and there is just one position there 
which I wish you would elaborate. I have finished 
with that, thank you, Mr. Kent. It is page 9 of 
your Brief which you read into the record today. 

AS. Yes’ 

Q. I am just asking for a little clarifica- 
tion, and I am just wondering what you mean there. 

I am sure you can clear it up in a moment. At page 9 
at the end of the first paragraph you say:- 
"To summarize the position taken by 

British Columbia in respect to the segregation 

of rail and non-rail enterprises conducted 

by any one company, it may be said that non- 

rail enterprises can be classified as 
complementary but not ancillary to the 
provision of railway service." 
What distinction are you trying to make there, Mr. Kent? 
Perhaps you could use one of these activities as an 


example? 
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A. Yes, I say that any of their investments, 
such as the Consolidated Smelters that the Chairman 
asked me about ,may complanent the rail activities of 
the company in that it may provide freight for the 
company to transport. Tiat would in my view be 
complementary but it would not necessarily be an 
ancillary part of the railway service. Does that 
clear it up for you, Mr. Frawley? 

Q. Yes, you say that the Smelters' operation 
could be termed complementary to the rail enterprise. 

A. In that it provides freight. 

Q. In that it provides freight? 

Ae Yes. 

Q. Of course a good many other enterprises 
throughout Canada, not related at all to the Canadian 
Pacific, also provide freight? 

A. We are looking at those with a common 
ownership only, Mr. Frawley. 

@. You say then, using the Smelters as an 
example which is owned in the main by the Canadian 
Pacific, you say it can be regarded as complementary 
but not ancillary to the provision of railway service. 
That is why in the case of the Smelters you don't 
take it into rail, either as to income or assets? 

A. That is a correct statement of my position, 


Mr. Frawley. 


CROSS EXAMINED BY MR. EVANS:- 

Q. Mr. Kent, am I correctly interpreting 
your position as being this, that you desire legislation 
directing that the Board shall establish a uniform 


system of accounts? 
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A. Yes, Mr. Evans, and so that there is 
no question as to their power to establish those 
uniform accounting regulations. 

Q. In other words the statute would 
direct that the Board shall establish a uniform 
system of accounts according to regulations it 
might issue or settle? 

A. That is correct, Mr. Evans. 

Q. And your point about legislation 
goes no further than that? 

A. Also correct, Mr. Evans. 

THE CHAIRMAN: I would call your attention 
to the fact that we are asked to report on this 
question of depreciation accounting specifically. 

MR. EVANS: Well, there was some doubt - - 

THE CHAIRMAN: That is, that we are 
to review the presentday accounting methods, and it 
goes on "and upon other related problems such as 
depreciation accounting". 

MR. EVANS: Well, I gathered from this 
witness - - 

THE CHAIRMAN: He does not go beyond a 
certain limit, advancing arguments that should be 
addressed to the Board. You leave the Board free to 
formulate any sort of uniform accounting the Board 
might think proper, and whether in the matter of 
depreciation it ought to be straight line or user is 
up to the Board. 

MR. EVANS: That is what I understand Mr. 


Kent to say. I was not going to ask - - 


MR. O'DONNELL: In the Order-in-Council are 
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you not called upon to report on that? 

THE CHAIRMAN: That is precisely what I am 
saying, Mr. O'Donnell, that we are called upon, but 
that we are not assisted any further by Mr. Brazier 
than this: that he recommends that the Board be 
instructed to provide for uniform accounting and 
would stop there. He said in that case the Board 
ought, he thinks, to adopt this particular method 
of depreciation accounting, but he does not want 
that to be made binding on the Board. He wants them 
to make up their own minds about that. He argues 
the point with us and he will argue with the Board in 
trying to convince them that they ought to adopt it. 

MR. O'DONNELL: I did not quite appreciate - - 

THE CHAIRMAN: That does not exhaust our 
position. 

MR. O'DONNELL: No, I understood his 
suggestion was that you should go further than that 


in that there would be a suggestion to your Commission 


as to the recommendation that would go forward from 


your Commission, what it would be with respect to 
depreciation accounting, for instance, and these other 
things. 

THE CHAIRMAN: He says, no. I asked him 
that very specifically. You said you would not recommed 
any legislation. 

MR. BRAZIER: Yes, but I can still envisage, 
my lord, that this Commission will make certain 
recommendations to the government. 

THE CHAIRMAN: Yes, but the recommendations 


we make, are made in view of legislation. 
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MR. BRAZIER: Yes, I mean,will make 
recommendations which will not be carried out in 
legislation - - 

THE CHAIRMAN: There is no other way 
they can be carried out. The Government cannot 
formulate policies in any other way than by legis- 
lation. 

MR. BRAZIER: No, but we would be happy 
to leave that to the Government to decide as a 
result of your recommendation, but we are certainly 
going to recommend or submit to this Commission that 
they should recommend to the Government that the 
user method is preferable for public utilities 
such as the railways. 

THE CHAIRMAN: The user method? 

MR. BRAZIER: Yes - I mean straight line. 

THE CHAIRMAN: Why recommend it to the 
Government if the Government has not the power? 
What can the Government do about it? 

MR. BRAZIER: I would submit your 
Commission has been requested by the Government to 
report on this very important subject. 

THE CHAIRMAN: Yes, and to see what 
amendments are required to the Railway Act or to 
any other act. You see, it seems to me it is quite 
prudent for us to say direct to the Government "We 
prefer, say, the user method to the other. What 
about it? What are you going to do about it?" 

MR. BRAZIER: I can quite envisage the 
position that tine Government might deem it fit to 


pass legislation setting forth the type of depreciation. 
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I am not recommending that they do that. 

THE CHAIRMAN: I can only take you at your 
own word. You say that insofar as legislation is 
concerned you wish to have it provide that there should 
be uniform accounting. That you would make statutory? 

MR. BRAZIER: That is right. 

THE CHAIRMAN: But then the form that the 
uniform accounting might take in regard to the railways 
would be left to the judgment of the Board. That is 
what you said, is it not? 

MR. BRAZIER: Yes, generally speaking that 
18 quite correct, but I would still submit to this 
Commission that they should recommend, for what it is 
worth, that the straight line method should be used 
as against the user. 

MR. O'DONNELL: Because you are called upon 
as I read it, my lord, in (d) to report on the advis- 
ability of adopting measures conducive to uniform 
accounting and such matters and upon other related 
problems such as depreciation accounting, etc. 

THE CHAIRMAN: Yes, I know that, and I say 
that what Mr. Brazier is advancing now through this 
witness may lead us to suggest that the statute should 
provide so and so; but he does not go so far as to 
urge that the statute ought to provide anything. He 
just says, let the statute provide for uniform accounting 
and then leave the method to the Board, hoping and 
expecting that the Board would follow his method. 

MR. FRAWLEY: My lord, may I put it this way, 
because I associate myself with what Mr. Brazier said. 


Supposing that the Commission came to the conclusion that 
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it was not a practical thing to write into a statute 
a directive as to whether the user method or straight 
line method should be adopted. With respect, I submit 
that the Commission would not then say:- "Well, we 
will say nothing about it at all. We cannot find it 
proper to put it into a statute, so we will just say 
nothingwabout it". 
THE CHAIRMAN: What are we going to do? 
Are we going to legislate that the Board is free, but 
at the same time they ought to adopt a certain method? 
MR. FRAWLEY; Exactly, sir, if this Commission 
state no more than that there should be legislation 
authorizing and requiring the Board to promulgate 


"we 


uniformity of accounts and then, added to that, 
recommend that the Board in the promulgation of these 
accounts, adopt the straight line method", speaking 
for Alberta I would be quite content. 

THE CHAIRMAN: Suppose the Board disregard 
our recommendation? 

MR. FRAWLEY: If they did, I would say that 
would have to be accepted, but I think not. I think 
after this Commission has sat and listened to these 
expert opinions, and then comesto a conclusion as to 
that, that it would certainly be respected and carried 
out actually. 

THE CHAIRMAN: You would not put it into the 
statute either? 


MR. FRAWLEY: No, we take exactly the same 


position with regard to that. 


(Page 14975 follows) 
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Q. Now then, on Page 8 you say this: 

"The provision for depreciation by the 
straightline method, based as it is on the 
historical cash cost of the assets distributed 
over their useful life, excludes the appli- 
cation of a further extremely contentious and, 
in our opinion, unsound factor, namely; the 
weighting of the depreciation charge by an 
element for the estimated replacement values 
of the assets -- " 

And so on, 

THE CHAIRMAN: What page is that? 

MR. EVANS: Page 8 of the Brief. Now then, 
is it your suggestion there without quite saying it 
that the user basis of depreciation necessarily involves 
an element of replacement cost? 

A. It does not necessarily involve any element 
of replacement cost, Mr. Evans. 

Q. Now then, with regard to Page 9, the se- 
gregation of passenger and freight revenues and 
expenses, that is at the bottom of the page -- 

A. yes. 

Q. All the purposes in your opinion would be 
Served by segregating the passenger expenses from 
the freight expenses on the same exact basis that you 
Speak of, the accurate segregation? 

A. The first advantage, Mr. Evans, would be 
that management would have constantly before it as 
accurate e picture of the financial operations of the 
respective departments as it would be possible for 
them to obtain. 

Q. Then, the advantsge mould be that if they 
found the passenger department losing money, they 


would increase passenger retes'? 
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ye Not necessarily, no, 

Q. I want to know whet you feel would be the 
real advantage to management or to regulatory tri- 
bunals to know more exactly than they know now thet 
the passenger department is losing money? 

As The real advantages involve the extent of 
managerial control over those losses, Mr. Evans, so 
that they could do all things within their power 
to reduce those losses and could, at the same time, 
watch the effect of their managerial actions in the 
financial results of the respective departments. 

Q. Now then, the method of division which was 
filed with the Board in the 21 Per Cent Case and, 

I think perhaps, also in the 20 Per Cent Case -- 

A. I don't think it became an issue in the 20 
Per Cent Case, 

Q. Well, at all events, the method of division 
of passenger expenses and the result of passenger 
operations was a statistical segregation? 

A. That is correct. 

Q. And assuming that those statistical se- 
gregations showed Bosses whet difference would it make 
in your view if 9 statistical segregation should be 
different by, say, $100,000 or $200,000 or $300,000 
in the treatment which you would sfterwerds give to 
the passenger fare s? Would it make any difference? 

A, Your point, of course, being that it was 
only a measure of refinement. My practical experience 
on those matters, Mr. Evans, is that if the records 
reflect these resywlts as a matter of routine rother than as 
a matter of speciWic study, the results are more constantly 
brought to the st*%ention of management for corrective 


action, 
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Q. Then, your feeling is that the only sdvantage 
to be served is that management would be better able to 
establish means of saving money? 

A. That is one of the principal advantages, yes. 

Q. But you are not here suggesting that if there 
is a loss in passenger business as 3 reuult of any 
segregation of cost, that you suggest that that should 
be borne in any other way than it is now borne? 

MR. BRAZIER: I do not think that is e fair 
question for my friend to put to an accounting witness. 
MR. EVANS: If he says "no" that is all I 
went to put to him, Will you read back that question? 
THE REPORTER: "But you sare not here suggesting 
that if there is se loss in passenger business as a result 
of any segregation of cost that you suggest that that 
should be borne in any other way than it is now borne." 
fis I am suggesting that the management would be 
better able to make up their mind as to alternates, 
Mr. Evans. 
Q. You have in mind the saving of money by 
management? 

A. I have in mind the saving of money by 
management if that is one avenue; the possibility of 
raising rates if such rates can be raised. That is 
another avenue but you sre not doing all things re- 
quired to control that loss if it is of such magnitude 
as we ore now led to believe it is. 

Q. Supposing you find X dollars lost and you 
have exercised all of the management's ingenuity in 
Saving expenses, as I asSume they must do now, what 
would you do with thst loss under your new segregation 
of accounts es you propose? 


A. Thst, of course, Mr. Evans, is more a menagerial 
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problem than I cere to pass an opinion on. 

Q. Then you heave no views to express as to 
whether the rate making of passenger rates would be 
effected by this segregation? 

A. I say it may be; I do not know. 

Qe But you do not advocate it? 

A. Not necesserily, no, 

Q. Now then, I have got just one further 
question, You spoke to Mr. Frawley in these terms, 
that if you sere put on the basis of fiseal policy 
you must also apportion dividends and surplus, Now 
then, I think whet you were being asked about there 
was Mr. Morrison's evidence about apportionment of 
dividends and fixed charges of the Canadian Pacific 
for rate making purposes? 

A. Yes. 

Q. Now, do you egree with the evidence he gave 
on that subject including his cross-examination? 

A. Are you talking sbout before the Board? 

Bi No, here, 

Q. Well, unfortunately I was not here. I have 
read it and generally speaking I agree with it. 

Q. Now, one more question. If you sare to 
apportion dividends or fixed cherges and surplus, 
what you sre going to apportion is corporate dividends, 
corporate fixed charges and corporate surplus? 

A. thet is) correct. 

Q. And that you ere going to measure the adequacy 
of what you sre doing on the basis of a fair return on 
the investment? 

he Thst would, be one measure of the adequacy of 
the met result produced throughout, slways providing 


that your investmemt wos 2 proven figure. 
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Q. Oh quite. Thenk you. 
THE CHAIRMAN: Any other questions? 
MR. COVERT: Have you sny questions, Mr. 
O'Donnell? 
MR. O'DONNELL: No, 
MR. COVERT: I have ea few, sir. 


EXAMINATION BY MR. COVERT 


Q. Mr. Kent, I just wanted to get from you, if 
I could, your ideas on the treatment of certain assets. 
For example, I think you have elready indicated thst 
in your view Consolideted Smelters would be treated 
as non-rail? 

A. That is correct, Mr. Covert, 

Q. And I wanted to get your idea of such things 
as, for example, inland steamships. How would you treat 
those? 

A, In my opinion inland steamships sre merely 
a continustion of the transportation service and those 
would fall in the same category as rail transportation 
on; Gal put “ir the British este me ancillary to 


the transportation of goods and services. 


(Page 14983 follows) 
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Q. And you would treat the Canadian Pacific Telegraph 
Company as rail or non-rail? 

A. In my view telegraph communication is such an 
integral part and used to such a large extent by the rail 
service that I would categorize them as part and parcel of 
the rail service, sir. 

dg, And even that part of it, for example, such as 
cable that really might be foreign business? 

A Well, I think there might be a clear distinction 
as between foreign and domestic business. 

Q. And motor bus and truck companies; how would you 
deal with those? 

A. I would say offhand that they were a separate 
investment made by the railway company, but I think the 
circumstances of each and the functions which it performed 
would have to be separately studied before you could give 
any generalized opinion. That is to say, if one was 
merely used as a bridge to transport traffic between two 
railhead points then that might come within the category 
of a railway enterprise, so it would be very hard to 
generalize and say that all trucking concerns or invest- 
ments were either one or the other. 

Q. Then you would boil that down to something like 
this, is it really an operation ancillary to the rail 
operation? 

A, That is precisely the way I would view it. 

Q. And then, take the Canadian Pacific Express 
Company, for example. On that basis you would regard 
that as a rail operation?: 

A. I would. 

Q. Now, hotels? 

A. Well, hotels are not necessarily a part of a 


railway operation. I think they are complementary. On 
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the other hand it seems rather illogical if a loss is 

made in selling meals and space to a passenger whilst he 

is mobile that the rail service has to absorb it and yet 

if a profit is made on selling the same passenger meals 

and bed while he is stationary that the rail is denied 

any; benefit: from it, I think generally speaking hotels 
would come outside the category of providing necessary rail 
Bervice. 

Q. I suppose that is the type of thing on which 
Opinions could change? 

A. I think perhaps each one would have to be given 
careful and particular study rather than being able to 
generalize on each specific instance. 

Q. For instance, one hotel might be properly regarded 
as a rail enterprise whereas another one might not? 

A. I can hardly envisage that situation. 

Q. For example, if there was a hotel that was 
perhaps far away from a rail centre, perhaps connected by 
bus whieh the railway did not operate? 

A. That might have a bearing on it. 

Q. Do you think that might have a bearing on it? 

A. It might, 

Q. Now, I wanted to ask you about stockyards and 
grain elevators? 

A. Well, again if these stockyards and grain 
elevators merely held freight that was in process of 
movement by the railway I would say they would form an 
integral part of the railway operation. 

Q. So the test there is if they form an integral 
part of the railway operation you would say rail? 

A. Correct, 

Q. Otherwise non-rail? 


A‘. That is also correct. It would depend so much 
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on the functions that they played. 

Q. What about ocean steamships? 

A’ My view on ocean steamships is that they are not 
a part of the rail enterprise necessarily. 

Q. Now, I wanted to ask you this. If the revenues 
were taken into rail earnings should the cost of the 
relative assets be included in rail investment for 
determining a rate base? 

A. Most certainly. 

Q. You would say yes? 

A. I have said yes, definitely. 

THE CHAIRMAN: What was the last reference there? 

MR. COVERT: I asked if the revenues were taken 
into rail ah 

THE CHAIRMAN: Revenues of anything? 

MR. COVERT: Yes, in any case where revenues are 
treated as rail. 

THE CHAIRMAN: By the company? 

MR. COVERT: Or by the Board. 

THE CHAIRMAN: Then what? 

MR. COVERT: Then would the relative assets which 
produced those revenues be taken in as rail investment 
for the purvose of determining a rate base. 

THE WITNESS: And for the purpose of determining 
a rate of return, as I understood it, and my answer is 
yes. 

THE CHAIRMAN: Q. So that in some cases an 
hotel, for instance, might be part and parcel of the 
railway investment and in other cases not? 


A. In other words, the investment would follow the 


treatment of the income, sir. 


MR. COVERT: Q. Then there is a point that Mr. 
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Evans discussed with you, and I want to ask another 
question about it. In view of the decisions of the 
Interstate Commerce Commission and the Board of Transport 
Commissioners in Canada to the effect that railways must 
continue passenger services regardless of whether or not 
they are carrying their proportion of the expense, I 
wondered if that does not take away some of the importance 
of segregating freight and passenger in your view? 

A. Segregating accounting-wise? 

Q. Yess 

A Not in the least. I think that information is 
still fundamentally required because it has implications 
far wider than just producing the financial results of the 
passenger department. It at the same time segregates 
the financial results of the freight department and allows 
sub classifications of the costs incurred within the 
freight department. 

Q. I wanted to ask you two questions on that. First 
do you think that it might be of some assistance in enabling 
railways to present a case for the discontinuance of 
passenger service. Is that one of the things that you 
might have in mind? 

A As I understand it these requests are judged 
on the question of public convenience and necessity rather 
than whether or not they are losing money. It might assist 
them that it was not worth while from the public stand- 
point to incur such staggering losses as they were in fact 
incurring, but I think primarily the yardstick is the 
numbers of the public who would be affected by the dis- 
continuance of that service. 

Q. What I had in mind was something like this, that 


4f the losses were staggering it might be shown that the 
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passenger service could be provided, for example by bus 
transportation? 

Ae That might be one of the logical results that 
might emerge from it. 

Q. Then I wondered if it was because of the cost of 
service principle which British Columbia is putting for- 
ward -- whether that was one of the main reasons why you 
felt that this segregation should take place? 

A. For the adoption of such a principle it would be 
necessary to make that segregation, yes, Mr. Covert. 

ds There was one further question and it has to do 
with uniform accounting. 

THE CHAIRMAN: Uniform accounting? 
MR. COVERT: Yes. 

Q. Do you think that would assist materially in 
comparing the operations of the C.P.R. and the C.N.R., 
for example, in cases where there are roads of heavy and 


light density? Would it help in that respect in any way? 


(Page 14990 follows) 
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A. Surely, of course there are fundamental 
differences between the two; but I certainly think it 
would assist in any comparison of the operating results 
of the two roads, and enable the Board to place those 
comparisons -- I mean the Board of Transport Com- 
missioners; that it would enable the Board to place 
those comparisons on @ proper basis whereby they could 
assess the relative affects of the lighter or the 
heavier density traffic, 

MR. COVERT: Those are all the questions I 
had, Mr, Chairman, 

MR. BRAZIER: There is no further examination. 
This is the case. 

THE CHAIRMAN: We shall return in five 
minutes. 
---Recess. 
---Upon resuming: 

MR. COVERT: Mr. Chairman, there are three 
points that I would like to discuss at this time. 

The first is the question of the Crow's Nest 
Pass briefs. Those briefs have all been submitted and 
have been in the hands of the Commission for some time 
as well as in the hands of all the parties. The point 
I wish to make, so that there will be no misunderstanding 
about it, is that these briefs are to follow the railway 
briefs, and at that time complete argument would be 
made on the Crow's Nest Pass rates once and for all, 
so that they would not be dealt with in the main 
argument. We would finish that, so that there would 
be no repetition. I think that has been indicated 
once before, but I feel that we had better put it on 


the record again today. 


THE CHAIRMAN: That is quite understood, 
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then, is it? We have had this particular question of 
the Crow's Nest Pass rates before us for some time, 

and there have been specially prepared briefs compiled 
in regard to it by you, Mr. Frawley, as well as by other 
interested parties, 

We think itsrould be, considering the 
remainder of the work we have to do and the considera- 
tion of the questions which are on the present agenda, 
at the foot of the agenda, so when we reach it we desire 
to dispose of it once and for all; that is, not to deal 
with it first, that is, with the briefs, and then come 
back and argue it all over again later. 

MR. FRAWLEY: You mean to have the briefs 
presented and then to have the summing up of the briefs 
immediately following, with no interruption at all? 

THE CHAIRMAN: That is right, on that one 
question. 

MR. FRAWLEY: On that one question, sir, 
when the railways’ case with respect to the Crow's Nest 
Grad cua kis come along, when Mr. Jefferson presents his 
brief? 

MR. C@VERT: Or whoever the witness is. 

THE CHAIRMAN: The Crow's Nest case is the 
last one on this list. All the rest of them have been 
disposed of before that. Therefore, we intend to go 
right on and dispose of it, so far as the hearings are 
concerned, once and for all. 

MR. FRAWLEY: But there will be some time, 

I take it, given us for the summing up, apart from the 
actual presentation of the briefs? 

THE CHAIRMAN: Not for the Crow's Nest Passs 
case. 


MR. FRAWLEY: I mean, for the Crow's Nest 
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Pass matter, we will be expected to sum up and argue 
it immediately on the presentation of the briefs, and 
there will be some time given for that, perhaps a day 
or two? 

THE CHAIRMAN: Yes, 

MR. FRAWLEY: That will be indicated to the 
Wheat Pools and the West, to those who have filed 
briefs? 

MR. COVERT: Oh, the secretary can send them 
a copy of today's transcript. 

THE CHAIRMAN: What is the second point? 

MR. COVERT: In connection with the Canadian 
Pacific-Canadian National coeoperation, I have a letter 
from Mr. Evans. He had discussed the matter with 
Mr. O'Donnell and he said: 

"Tt seems to me that since this is a subject 
involving the two railways jointly, the time of 
the Commission mignt be better served by calling 
the evidence at this time for both railways after 
‘the Canadian Pacific-Canadian National evidence 
has been concluded on all other subjects. I 
have since had a discussion with our friends of 
the Canadian National .. ." 

THE CHAIRMAN: When you say "all other 
subjects", you are always making an exception for the 
Crow's Nest Pass? 

MR. COVERT: Yes, that would be right. 

"T have since had a discussion with our friends 
of the Canadian National and they agree with 
this suggestion. It is also my understanding 
that you looked favourably upon it as tending 
to bring together at one time all of the evidence 


on one subject. I am therefore formally making 
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the suggestion to you that the witnesses of the 
Canadian National end the Canadian Pacific be 

heard after their evidence on the other subjects 

in their briefs has been heard; and we have asked 
both the Canadian National and the Canadian Pacific 
to have their witnesses available for the provinces 
to cross-examine on this question of Canadian 


National-Cenadian Pacific co-operation; and my 


suggestion is that at the tail end of the rail- 
ways' case these witnesses will be made available 
by the railways to the provinces and the matter 
will be dealt with all at one time." 

MR. FRAWLEY: It is something more than mere 
availability. They will present to the Commission all 
they have to say on this subject of Canadian Pacific- 
Canadian National co-operation. Will that be separately 
or at the conclusion of each of their respective cases? 

MR. COVERT: My understanding was that the 
Cenadian Pacific who are on, will deal with everything 
except the Canadian National-Canadian Pacific. Then 
the Canadian National case comes on; and then, jointly, 
they will deal with Canadian National-Canadian Pacific. 

MR. FRAWLEY: You mean, they will come back 
to it? 

THE CHAIRMAN: Well, that seems to be 
satisfactory. 

MR. CARSON: Mr, Covert, does your suggestion 
mean that that would come in ahead of the Crow's Nest 
rates? 

MR. COVERT: Yes, And then, the third thing 
4s in connection with the final arguments. This matter 
has been discussed on two occasions; I think once was 


on December 7 and again on December 16, when the 
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Suggestion was made that the argument would follow 
immediately after all the evidence was in. 

I have been requested by some of the counsel 
to provide an opportunity to discuss with the Commission 
the question of some adjournment between the close of 
the evidence, for the purpose of presenting final 
argument. I think this would be an opportunity to ask 
counsel if they had any representations to make to the 
Commission, they should make them now. 

MR. CARSON: Mr. Chairman: I have had some 
discussion with counsel for the Canadian Pacific Railway 
about this matter. Our view is that, having regard to 
the very large volume of evidence that is now before 
the Commission, and the very large number of exhibits, 
we feel that some reasonable interval would be necessary 
if counsel for the Canadian Pacific were to be enabled 
to present any helpful argument to the Commission, 

We have a very large record now; I think it 
runs about 15,000 pages of transcript. And I am sure 
the Commission will appreciate that, particularly at 
the present time, our time is taken up day and night 
keeping abreast of the evidence, leaving no time to 
review what went on weeks and months ago. 

We feel that in order to present our arguments 
in an orderly fashion arm to marshal the evidence 
under the various headings that we see on the agenda, 
it would require a period for reading the record and 
studying the exhibits and putting it in compact form 
for presentation to the Commission. 

We had 2 similar problem arise in connection 
with the 21 per cent case, where, after some 120-odd 
days of hearings, we had to get ready to present our 


argument. In that case we had an interval of three 
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weeks from the conclusion of the evidence to the 
opening of the argument; and I can certainly say, for 
Mr. Evans and myself, that that period of three weeks 
was fully occupied day and night, yes, and week-ends, 
getting ready to present our ‘argument. In the present 
case, not only have we the transcript before this Com- 
mission, but one would gather from the references made 
from time to time, that some reference would be made 
to the evidence given in other proceedings before the 
Board. So I would feel, considering it all in all, 
that there should be some reasonable interval allowed 
between the conclusion of the evidence and the opening 
of the argument. 

THE CHAIRMAN: Dc you suggest any particular 
time? 

MR. CARSON: Well, we still have a lot to 
come in. But looking at it as we see it today and 
with what we envisage as still to come, I would think 
that three weeks, under very great pressure, would 
enable us to do it. 

I would personally hope it could be four 
weeks. I would like to have lifted just a little 
shade of pressure that we are under because there is 
going to be a period of about three weeks when I 
must leave Mr. Evans alone here, 

I have got two constitutional cases in the 


Supreme Court which are fixed for certain dates; one 


is fixed for a definite date, and the other is to 


follow two or three cases after that; and those two 


matters will require me to take about a week for 
preparation, so that I shall be away from here for 
about three weeks. I might say that those are 


commitments which I was under before the Royal 
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Commission commenced. They are not things I took on 
after. 

But apart altogether from that, if I were 
asking for some consideration on that account, I would 
have to ask for more time. However, I am content to 
take my chance and to work a little harder in order to 


get through those cases, and I would hope that the 


Commission might see fit to adjourn, let us say, for 


three, and,if possible, four weeks. 


THE CHAIRMAN: Well, Mr. O'Donnell, have you 
anything to say about this? 

MR. O'DONNELL: My lord, I think that in 
view of the extent of the record herein, not only the 
record as at present, but the record that there will 
be wie the matter is completed, what Mr. Carson has 
just said with respect to a reasonable delay in which 
to allow us to get the subject-matter into the best 
possible fashion for the use of the Commission, I 
submit there should be a reasonable delay. 

I have not any fixed views, but I would 
assume that before we finish the record, it will reach 
the extent of 20,000 pages, because we have @ cOn- 
siderable amount of data yet to come. It is already 
up around 15,000 or 16,000 at the present time, I 
think; and the many, many extensive exhibits -- some 
of which are of comparatively little assistance, but 
they all have to be reviewed; and in addition, the 
other two cases which have been so frequently referred 
to, and they are most extensive -- I would be of the 
same view, that a reasonable length of time is 
imperative. Mr. Carson mentioned three weeks, and I 


do not think that is at all unreasonable under the 
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circumstances. 

THE CHAIRMAN: Has anybody else got anything 
to say? 

MR. BRAZIER: I wish to concur with the views 
expressed by Mr. Carson and Mr. O! Donnell, that some 
reasonable length of time would be required. I assume 
that railway counsel will be under -- will be carrying 
a Henviok load than some of the provincial counsel. But 
at any rate, it is a difficult matter to prepare an 
orderly presentation, and it would take some little time 
to do, 

MR. FRAWLEY: The only point at which I have 
to disagree with my friend Mr. Brazier is when he says 
that the railway counsel may be under greater pressure 
than some provincial counsel, 

I must say I am in that class, but I shall be 
under just as much pressure as the railway counsel 
because, wisely or unwisely, I have spread myself pretty 
widely over this record and I have attempted to present 
to this Commission a good deal of detailed information 
and I have made submissions which require very careful 
going over and compilation before the final summing up. 
That is the situation in simple facts. So I would find 
it very difficult to prepare what I think should be the 
kind of argument that I need to present in justice to 
the people of Alberta in three weeks, the length of 
time which my friend Mr. Carson has suggested. 

However, I particularly associate myself with 
that part of his remarks when he said that he hoped 
the Commission would do much better for us than three 
weeks, because at the moment it is impossible to sit 
down and prepare an argument. 


I say that because the evidence of 
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Mr. Jefferson -- and his evidence is the heart of 
the case, so far as I am concerned -= has still to 
be completed; and so, until it is completed, it will 
be impossible to sit down and prepare my argument, 

I know that you are all anxious to finish 
your work. But in view of the fact that this Com- 
mission has been twenty-five years in coming to the 
people of Western Canada, I know that your lordship 
will give us the necessary time in which to make our 
submission. I assure your lordship that we attach 
tremendous importance to it, and I would ask fora 
full month, at least, in which to prepare for the 
argument. 

THE CHAIRMAN: Does anybody else wish to 
speak to this matter? 

MR. FRAWLEY: My friends, Mr. MacPherson 
and Mr. Shepard, are not here. That is too bad. I 
have been told by one of the advisers to Manitoba 
that Mr. Shepard, in conversation, certainly is 
anxious and is expecting a considerable period of 


adjournment in order to prepare for argument. 


(Page 15010 follows) 
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I think I am not going too far when I say 


thet they will not disagree, that they will not be offended 


at 311 if your lordship gives us 9 good deel of time to 
prepare for argument. 

MR. CARSON: I was just going to say that I 
never felt so confident that I was making a reasonable 
suggestion as when I find my friend Mr. Frawley agreeing 
with me, 

THE CHAIRMAN: There must be something wrong. 

MR. CARSON: I do want to say that really I 
did not know that Mr. Frawley was going to be under quite 
so complete pressure es the railway companies as we have 
to deal with 311 the provinces, 

THE CHAIRMAN: I am sure no one is disinclined 
to appreciate the magnitude of the work before us. 

At the same time, we have been considering this metter 
and it is quite, I think, beyond dispute that s great 
deal of the material before us now is in itself argument. 
That is, we have not been confining ourselves simply to 
collecting facts but as we go along one question after 
another has been argued, in some cases I would say 
exhaustively and in other cases less so,- in most cases 
more or less-and we will have two or three weeks to 
follow. I am talking of the month of February. We will 
have, no doubt, the rest of this month to hear some of 
that part-argument, pert-fact, procedure. 

If we were discussing only evidence sand it wes 
possible to draw 2 line between fact and argument, of 
course the case would be very different. If we had all 
these volumes of pure fact and an argument to build upon 
them, I could see that e long adjournment would be 
necessary to do so. But I feel thet the way towards 
finol argument has been pursued quite effectively to 


date. 
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Now, the main question, of course, for us, 
for the Commissioners, is to meke up our minds whether 
we feel that we can benefit the carrying on of our task 
by allowing counsel to prepere argument, to sort out their 
argument before us, to stress before us tle points to which 
they attach particular importance. That is, of course, 
of importance to us too. We had thought at the beginning 
when we granted this long adjournment (after all, we had 
an sdjournment from the 16th of December to the 6th of 
February) we had thought then thst one of the reasons why 
we made the adjournment so long was that we felt it would 
give time for counsel for the various interests before 
us to prepere their finsl arguments. I remember I said 
on the 7th of December, when this matter was suggested 
before, that our expectation was bocca would begin 
again this new year we would go right on without ony 
intermission and conclude the whole case both as to fact 
and as to argument. 

So that when Mr. Covert first told us that 
there appesred to be a desire to have 3 sepsretion between 
the two and some time left for argument we were at first 
disposed to think that not necessary. At the same 
time, we do not wish to do anything which loter on we 
ourselves might perhaps regret. So, I am just saying 
this, gentlemen, that we will make e finsl end 
definite statement Monday morning. 

MR. CARSON: Mr. Chairmen, may I just say one 
word on the subject of what happened in the intervel 
from 16th December to February 6th? 

THE CHAIRMAN: I know you were not idle. 

MR. CARSON: The Judgment o:f the Supreme Court 


came out on the 22nd of December and ;I think our time was 
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fully occupied getting ready to conclude that rate 
case, sir, which was the only way to conclude Se 
think it was because of the concerted effort that we 
put in that case that we were sable to get through it 
in as short a time as four days. 

MR. FRAWLEY: I also want to add that during 
that interval we had to prepare our brief on the Crow's 
Nest Pass Rate and we were scattered throughout Western 
Coneda and one of the men helping me had to go out there 
and remein there practically the whole time. 

THE CHAIRMAN: Anything else today? 

MR. COVERT: No, I think we may as well adjourn. 


---The Commission adjourned at 4:25 p.m. to meet Monday, 
February 13, 1950 at 10:30 a.m. 
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Ottawa, Ontario, 
Monday, February 13, 1950. 


MORNING SESSION 


THE CHAIRMAN: On Friday afternoon when we 
edjourned, I intimated thst we would announce this 
morning what we could see our way clear to do on the 
question of an intermission between the end of the 
present work and the argument, if there was to be any 
intermission. 

We have considered the matter very carefully 
Since, in the light of what was ssid on Friday, and also 
we have had to consider, of course, other matters which 
concern the other work of the Commission, end we have come 
to the conclusion that when we do finish with the present 
agenda, there will be an adjournment of two full weeks 
before we resume the argument on the matters before 
us. 

Now, we sre through with British Columbia, 
are we not? 

MR. COVERT: Thset is right, my lord. We are 
proceeding with the Canadian Pacific Railway's case 
where we left off on December 16th. 

MR. CARSON: And I will call Mr. Jefferson 
to continue with his evidence, if it pleases the 


Commission. 


MR. C. E. JEFFERSON RECALLED 


EXAMINATION BY MR. CARSON (CON. 


Q. Before proceedingwith Mr. Jefferson's pi tinea 
n 
I want to present certain date thet wes requested/the 
course of his evidence in December. In Volume 67 at 


Page 13949 Mr. Berry,Counsel for the Province of New 
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Brunswick, esked for certain data in connection with motor 
truck and water competitive rates. He esked for a statement 
that would give the normal rates that would epply if the 
motor truck and weter competitive rates were not in effect. 
I now have that data to present to the Commission end we 
Will make it available to Mr. Berry. I think that will 
probably have to go in in the form of an Exhibit. The 
statement is headed "Canadien Pacific Railway Eastern 
Canada, Domestic Rates in Cents per Hundred Pounds 

except as noted". 


EXHIBIT NO. 148 - Filed By Mr.: Canadian Pacific Railway 
Carson. : Eastern Canade, Domestic 
Rates in Cents per 
Hundred Pounds Except 
es Noted. 


Q. And, Mr. Jefferson, you have put on that 
statement the normal rates as at November lst, 1949, in- 
cluding the 8 per cent increase in respect of certain 
commodities and certain movements. Am I right in under- 
standing that none of these commodities moves at normal 
rates? 

A. That is right today, yes sir; they move at the 
competitive rates. That is, at November 1, 1949. 

Q. That is the date given in the statement? 

A. Yes sir. 

Q. Then, in Volume 68 at Pages 14017 and 14018 
Mr. Frawley asked for a statement of rates on petroleum 
products between points in Eastern Herade tee between 
points in Western Canada for the examples shown on Page 
80 of the Appendix to Part I of the Canadian Pacific 
submission and you have a statement now on that, Mr. 


Jefferson, which will be Exhibit 149? 


Ce Yes. 
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EXHIBIT NO. 149: Filed by Mr. : Statement of Rates on 
Carson. : Petroleum Products Between 
: Points in Eestern Canada 
: and Between Points in 
: Western Coneda. 

Q. In one column you show the agreed charge rates 
as set out on Page 80 of the Appendix to Part I and then 
in the next column you show the present agreed charge. 
The statement at Page 80 was dated October lst, 1949, 
and I take it that Exhibit No. 149 is going to present 
agreed charges as at the date of thet statement, February 
Ly £9507 

A. Theat is right, sir. 

Q. And then, opposite that you show the normal 
rates that would apply if the agreed charge rates were 
not in effect? 

A. ¥os sir. 

Q. But I teke it that none of the movements would 
be at normal rates because of these agreed charges? 

A. Yes sir, unless the shipment were msde by some 
one not a signetory to the agreed charge. 

Q. But so far 3s agreed charge contracts are in 
effect the movements shown on that Exhibit would be at 
the rates shown on the present agreed charges as at 
February 1, 1950? 

A. That 28 right, yes. 

MR. FRAWLEY: Does this mean, Mr. Jefferson, 
that there have been some increases in Alberta between 
Calgary and Canmore and Calgery and Lethbridge since 
the lst of October 1949? 

Q- MR. CARSON: That would appear to be so. 

By Yes sir, I explained that in my evidence in 
December. 

Q. There is an increase on the movement from 


Montreel to Ottawa of one cent and an increase on the 
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movement from Colgary to Cenmore of one cent, and on the 
movement from Calgery to Lethbridge of two cents? | 

A. That is right. 

a, Then, 2t Volume 68, Page 14052, Mr. Frawley 
asked for 3 statement on egreed charges on petroleum 
products from Port Credit and Sarnia, Ontario, to 
points in Onterio and from Calgary, Alberta to points 
in Alberta and Saskatchewan and that statement which you 
now have will be Exhibit 150. 

A. Yes, 


EXHIBIT NO, 150: Filed by Mr. : Statement on Agreed Charges 
Carson : on Petroleum Products 
: from Port Credit and Sarnia, 
Ontario to Points in Ontaric 
: and from Calgary, Alberta 
: to points in Alberta and 
: Seskatchewen. 

Q. And, without examining those comparisons, in 
detail, Mr. Jefferson, I take it they simply set out 
factually what the rates are under the segreed charge 
contracts applicable to those distances as on February 
Tg, eT 

A. Yes sir, the first column is what we term the 
Ontario Agreed Charge and the second column the Alberte 
Agreed Charge. 

Q. And the fixing of those agreed charges sre 
controlled by the considerations you have already given 
in your evidence? 

A. Yes sir. 

Q. Then, Mr. Jefferson, when we adjourned in 
December last I had just commenced to take up the subject 
of Alberta coal to Ontario points and I think I had only 
put one question to you which resulted in some discussion 
and just so as to bring the matter back to our recollection, 


I am going to put that same question to you, if I may, 


sna ask vou for vour answer. Without reviewing in detsil 
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the history of the rates on Alberts coal to Onterio points, 


I would like you to tell the Commission if the rate of 


$8.00 per ton established following the discussions which 


took 


place between the representatives of the Dominion 


Government, the Alberta Government and the coal shippers 


end the railways 3s referred to at the bottom of Page 


99 and the top of Page 100 of the Canadian Pacific sub- 


mission is now in effect? 


A. No sir, the present rate is $8.33 per net ton. 


The rate of $8.00 was increased by 25 cents effective 


April 8, 1948 following the decision of the Board in the 


21 per cent Case and by 8 cents,- effective October 1l, 


1949, as a result of the interim order of the Board dated 


24th 


rate 


time 


costs 


of September, 1949. 

Q. Now, do you know the basis by which the $8.00 

was determined? 

Ai When the $8.00 rate was established in 1933 -- 

Q. That is when it was first established, was it? 

A. Yes sir -- it represented what was at that 
considered to be a fair estimate of the out of pocket 


under normal conditions. 


(Page 15020 follows) 


ae 
| 9218780 st ared mine 


aul . Ubash: o 
oR wtrn ont “UL seta teeny i ed 


ito eh97 fio 


" 


* modret “ie 41 Oty a 


treesttaves, 47t df 


mst Jo wolsod eat Je OF Hotestet as ey onc 4 a 


ree 


efive of°2oc4 nebDene ane 30 GOL eget To gue io bire ee. 
TJoslis AL wor al : np beats 4u 
‘ > | : 


~ 
F. ; f iw sm | ois ;  & fad ‘ . 2 
07 Jon teq €€.8) 2h othe Fussetg ond . oie on A . 


: ‘ . ‘ ry : 
2 — a 4 su as vd hexestogi e@ey 00.88 6 ste *{ ort’ ed 
LLok BRL 8 Liwga 
| a 


iota suciostts.-,aertioo 6 va bir S869 BASS t3g rs , 

PMateh BeOw ark tsbte mivetal oid to tiyee, $ os eer oe ioe 
ObOr ,radeetget fo AdRS 
. 0 .8¢ aft dotidw ude iat sig won VOY ab won a . Le 


sJ¢e2 


Sarms 


"cet 9 wa e hers 


- 15020 - Mr Jefferson 


Q Now at the top of page 100 of the Canadian 
Pacific submission reference is made to a letter the 
railways wrote to the dominion Minister of Mines on the 
leth of April, 1933, informing him that they would publish 
a rate of $8 per net ton to expire March 3lst, 1934. 

Have you got that letter, Mr. Jefferson? 

‘he Yes, sir. 

Q. Would you please read it to the Commission? 

A. This was a letter written by the Canadian 
National Railways and the Canadian Pacific Railway on the 
12th: of April, (1933. It is addressed to the Honourable 
Mr. W. f.. Gordon, M.P., Minister of Mines at Ottawa. 

"Dear Mr. Gordon: 

"A conference was held here to-day between 

Mr. Stutchbury, Major Pullen and Mr. MacBain" -- 

Q. Would you pause a moment to tell us who Mr. 
Stutchbury was? 

As I recall it he was the coal representative 
for the province of Alberta. I do not know who Major 
Pullen and Mr. MacBain were. 

THE CHAIRMAN: Can you tell us who they were, 
Mr. Carson? 

MR. CARSON: I think the letter goes on to 
describe as representing the coal operators of Alberta. 
The three of them represented the coal operators of Alberta, 
did they, according to the letter? 

THE WITNESS: Yes, but I do not know what com- 


panies. 
MR. CARSON: Q I should not have interrupted 
your reading. Will you start over again? 
A "A conference was held here to-day between 


Mr. Stutchbury, Major Pullen and Mr. McBain 


representing the coal operators of Alberta and the 
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undersigned, at which it was represented that the 
rae are anxious, as an emergency measure 
and to test /adaidedieh conditions caused by unem- 
ployment in the coal producing areas of Alberta, 


to continue for the period of approximately one year 


the movement of coal from Alberta to Ontario which 


has taken place pursuant to the provisions of order 


in council P. C. 439 which expired on the 15th of 
March, 1933. It was represented that if the 
railways were willing to move coal under pub- 
lished rate of $8 the government would grant a 
subvention which would enable the coal to move at 
a rate to the consumer which would ensure the 
continuation and probable extension of the market. 
In view of the above representations the railways 
are Willing, if the government so desire, to 
Baceyiockt for $8 per ton provided (1) that 

this rate is to apply to points on our own rails 
and not to points on connecting lines in Ontario 
as to such points there is an out-of-pocket 
expenditure involved. (2) The rate is to be 
recognized as an emergency one and will expire at 
the end of the coal shipping season, 31st of 
March, 1934. (3) Before the arrangement could 
be consummated it would have to receive the 
approval of the Board of Railway Commissioners and 
be made effective by an adequate order in council 
protecting the railways against any charge of 
discrimination either from other @oal producers 
or the shippers of any other commodity. (4) 
The railways would like the order in council to be 


prepared in collaboration with their representatives 
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and the Board of Railway Commissioners. 
"Yours faithfully" 
That letter was signed by Mr. Alistair Fraser, 
Acting Vice-President of the Canadian National Railways, 
and Mr. George Stephen,. Vice-President, Canadian Pacific 
Railway. 

-Q. And the letter was written from Montreal, and I 
take it when it refers to "a conference held here" it 
was a conference held in Montreal? 

fi. Yes, sir. 

Q. Now then, who pays the freight assessed under 
the present rate of $8.33? 

A. The railways receive payment on the basis of 
the rate of $8.33. $2.50 of that amount the railway 
collects from the dominion government, and the balance 
of $5.83 is paid by the shipper or consignee. 

Q. Is the present rate of $8.33 compensatory? 

RG No, sir. At page 84 of the apnendix is a 
statement of the earnings per car, per car mile and per 
ton mile on coal from representative shipping points in 
Alberta to Sudbury, Toronto and Windsor. 

Q. T understand when this table at page 84 was 

interim 
prepared -- it is dated October 1, 1949 -- the/increase 
of 8 cents per ton authorized by the Board in its 
judgment delivered in September, 1949, had not become 
effective? 

os That is Pighty yes, sir: As authorized in the 
judgment the rates on coal from /lberta points were 
increased by 8 cents a ton which is the same increase as 
was applied on all domestic coal mogements. 

Q. Would you be good enough to indicate to the 


Commission what that table on page 84 shows as it now 
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stands, that is, dated October 1, 19499 

Rs This table at page 84 of the appendix to 
Part 1 shows the earnings per car, per car mile and per 
ton mile on coal from representative shipping points in 
Alberta to Sudbury, Toronto, Timmins and Windsor. 

Q. All Ontario destinations? 

ae. Yes, sir. 

Q. Yes? 

A. The ton mile earnings range from a low of .36 to 
a high of .48 per ton mile. 

Q. Yes? 

A. Even loading to a capacity of 50 tons to the car. 

Q. That is net tons? 

A. Net tons, yes, sir. The earnings are only 
18 cents to 23.9 cents per car mile for distances varying 
from 1,728 to 2,294 miles. 

Q. These mileages and the per car mile earnings 
are shown on the statement? 

A. Yes, Sir. 

Q What would be the effect on the range of ton 
mile and car mile earnings shown in this table of the 
increase of 8 cents per ton last October? 

Ay It would increase the per car mile earnings by 
one-tenth to two-tenths of a cent per car mile, but 
there would be no appreciable change to the range of the 
ton mile earnings. 

Q. And the 8 cents per ton increase became effective 
on October 11, 1949? 

A. That is right, yes, sir. 

THE CHAIRMAN: What date did you say? 
MR. CARSON: October 11, 1949. 
COMMISSIONER ANGUS: Are the railroads free to 


Ly | Par AL - i. | 

‘seit <f need bts er auth voles 

‘of Ritae ge sare ote : 3% atten a . Rie 
wot bee ohte 209 ‘tay ho te vues wae e me ak r as 
MR @hettcy Baiccide avaiabaedouget a wh teed es obit ut Pe Ae : 


é 

s wy 

l secaheie ae enhete® , neha ete 3 wriedhA on i 
—- 


4 


7 


Parts ena sk. ot: tad Ea iy a 
a saat ef 
; 
. fear, x6 : 
ay ay. “to welt @ mex? Genes BBR xfim sot off o2 | 


Ol . & 
ae . nie a ee by F ie hes 4 365 og at . HET : Ss es sg ef et L 
b Tees Pury Beye sein & “t £4 ww ths Fs Gse: <i * + Adige a 


f 
cy f : 
i 1 re a = 4 
| eatin BbG.2 63 WORE acres : 
. 
4 be * i] 5 
: ee ee ag Re ee) ee + satu F a. © 
eT ter eare fin eh wey Ets i Brak eetaoi tn om me sd 7 
2 : ra 
tdeoaiodse de sid Bo AWOHE ote 


i blyeow FadW 8 J . 
egnimise slin tas, bie eee ; ; 
‘Gea ad gee By a seovdenh ¥ 
asetewk hae BE SPA } 
adiaads wwe od AT Wed > SHO. 
Idetsstoqe sa ed Shuidioepedd 
Lemadgiges shia dod if 
z 
aries Ss if Ba e° aay 
Bes 


he 4 os sodas ag. - 
a or Ay 


Da ae Ot A 
thei Gi sail eit icon 


- 15024 - Mr. Jefferson 


increase the rates? 
MR. CARSON: Q. What do you say about that? 
Are the railways free to increase the rates’ 

A, The railways are free to increase the rate, 
yes, sir, but it would be by agreement with the producers 
and the Ontario government. 

°Q. The Ontario government? 

Ae The dominion government. The rates are pub- 
lished to expire every year at the end of the coal shipping 
season, but the dominion government have ever since 1933 
asked that the rate be extended for another year. 

Q. So that you do not feel you have the freedom to 
increase them? 

A. Pardon? 

Q. In the circumstances you have described to Dr. 


Angus you would not feel you were free to increase these 


rates? 
A. No, sir, not without the agreement of the 
government. We would certainly confer with them before 


we would increase them. The government in their estimates 
each year provide for the payment of the subventions, and 
when the estimates are passed then the government applies 
to the railways and asks them that they continue the rate 
for another year. 

Q. I think what Dr. Angus probably had in mind was 
Suppose you put an increase into effect without consulting 
the government or observing the understanding you had. 
What would you say about that? 

A. There would be nothing to prevent th@ railways 
from either refusing to extend the tariff for ano wher 
year or to extend the tariff at a higher rate, but ak i 


Say we would not want to do it without an understanding 
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with the government. 

THE CHAIRMAN: Have we been told what the 
Subvention is? 

MR. CARSON: Yes, I think we have. 


Q. From what you said I took it the subvention was 


oe That is right. 

COMMISSIONER INNIS: Q. What does it amount to 
in the budget? 

A. In money? 

Q. Yes? 

A. Well, it depends on the quantity of coal handled 
perl year. Take the coal year ending the 3lst of March, 
1949; the Canadian Pacific handled 60,571 tons. I do 
not know what the Canadian National handled. 

MR. CARSON: Q. 60,571 tons? 

As Fes $< iz 

Q. In respect of which you received from the 
government $2.50 per ton? 

A. Yeu: 

Q. I was wondering whether you could tell Dr.Innis 
what the total amounted to? 

A. I do not know what the Canadian National handled, 
but I would think they would probably handle as much as 
the Canadian Pacific. 

COMMISSIONER INNIS: Q. We could get these 
figures from the annual budget statements? 

A. Yes, sir -- you would not get it from the esti- 
mates but you might get it from the official reports of 
the Dominion government. 


MR. FRAWLEY: The Dominion Coal Board has just 


put out its first or maybe its second annual report. I 
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have a couple of copies. I am sure they would be glad 

to supply wufficient copies to the Commission. It might 
be LEAR Ae an exhibit and it contains all that information, 
how much/it spent a Nova Scotia coal to Central 
Canada and how Guanes Spent to bring Alberta coal to 
Central Canada. I will get some of those copies. 

MR. CARSON: Would that document answer the 
question Dr. Innis haw put as to what the total subvention 
would be in a given year? 

MR. FRAWLEY: Yes, how much money paid is to 
provide for /lberta coal and how much for Nova Scotia coal. 

MR. CARSON: Do you have it in present memory 
what it amounts to? 

MR. FRAWLEY: No, I have not, except that it 
looks pretty small compared to the Nova Scotia coal. 

MR. CARSON: Then, Mr. Frawley, since you have 
ready access to this may we leave it to you to get this 
data? Are you saying "Yes"? 

MR. FRAWLEY: Yes, I will, although it is data 
I have not got very ready access to. 

COMMISSIONER ANGUS: Q. Did the increases of 
25 cents and 8 cents require correspondence with the 
government to obtain its permission? 

A. No, sir, we increased the rates 25 cents and 8 
cents in conformity with the decisions of the Board of 
Transport Commissioners at which time all coal rates were 
increased by those amounts. 

MR. CARSON: Dr. Angus, perhaps this may shed 
some light on it. In our formal application leading to 
the 21 per cent increase we made it clear we were making 


application for authority to increase the rates on coal 


which would include Alberta coal. 
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THE WITNESS: Oh, yes, sir.. 

MR. CARSON: Q. And that notice was served on 
the Alberta government so that they were parties to the 
application before the Board when that proposal was made, 
and the same applied in the case of the application that 
led to the interim increase of 8 per cent or 8 cents per 
ton? — 

A. Thatots pight. 

Q. Again we made it clear that the application was 
to increase the rates on coal, and again the Alberta 
government was a party to that application, so that it 
was not anything that was being done apart ffom the 
government. 

MR. FRAWLEY: I do not know why you are talking 
about the Alberta government. Did you serve it on the 
dominion government, the people who pay the subvention? 
Perhaps they would be more interested. 

MR. EVANS: The subvention was not affected by 
that. 

COMMISSIONER INNIS: The subvention remains the 
Same in spite of the increase? 

MR. EVANS: Yes. 

COMMISSIONER ANGUS: Q. The railways have 
not asked the government for any greater increase than 
the 25 cents and the 8 cents. They have not placed 
this argument before the government? 

A. No,, Sir. 

MR. FRAWLEY: Q. You have not told the dominion 
government the rates are not compensatory? 

A. I won't say we have not told them that, no; 


we have told them. 
THE CHAIRMAN: Are these authorized increases, 
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or either of them, mentioned in the 21 per cent judgment? 
Is that where they are to be found? 

MR. CARSON: Yes, I have the formal order. 
‘lberta is not mentioned specifically, but in the formal 
order No. 70425, which authorized the 21 yer cent increase, 
paragraph 3 states: 

"Rates on coal and coke may be increased 

25 cents per ton." 
Then in the formal order of last September, No. 45582, 
dated the 24th of September, 1949, paragraph 4 reads: 

"Rates on coal and coke may be increased 

8 cents per ton for either single or joint line 
hauls," 

COMMISSIONER ANGUS: Then is the last paragraph 
on page 100 to be understood in this way, that this 
Commission is being asked to recommend to the government 
that they do something that the railways have not asked the 
government directly to do? 

MR. CARSON: Q. What do you say about that? 

I understand you told the government about the non- 
compensatory character of these rates? 

A. Yes, sir, when I wrote the executive secretary 
of the Dominion Coal Board on the 26th of March, 1949, 
my letter in part was as follows -- 

MR. FRAWLEY: I am sure Mr. Jefferson will not 
mind reading all of it so that we will have it on the 
record. 

THE WITNESS: I would be very glad to read 
the whole letter. I just thought it would shorten the 


proceedings. This letter is written to Mr. F. G. Neate 


and reads: 
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"Dear Mr. Neate: 

"Referring to your letter 2lst March, addressed 
to Vice-President, Mr. G. A MacNamara. 

“Instructions have been issued to our western 
officers to re-issue Canadian Pacific Railway 
Tariff No. W57-H, extending the expiration date 
of the $8.25 per net ton rate on coal from Alberta 
to Ontario to 31st March, 1950, unless sooner 
cancelled, changed or extended. 

"As you of course know, the special rate on 
coal from Alberta to Ontario since its inception 
in 1933 of $8 per net ton has only been increased 
25 cents per ton which became effective in April 
of 1948, This increase was approximately 3 per 
cent, The $8 rate when published did not pay 
what are termed ‘inclusive costs', in fact it 
would be my understanding that it would represent 
what are known as ‘out-of-pocket costs’, Everyone 
knows that costs have increased much more than 
3 percent. Sines 1933. In the circumstances it 
is our opinion that this matter is one that should 
receive the attention of the railways to determine, 
in the light of present conditions, what the rate 
on coal from Alberta to Ontario should be to accord 
the railways either ‘out-of-pocket costs! or 
‘inclusive costs', or something between the two.” 

MR. CARSON: Q. Mr. Frawley has asked me to 

inquire about what the letter written two or three days 
before had to say. Have you got that letter? 

A. The letter that this was in reply to? 

Q. Yes. 

ae Yes, sir, I have that here. 


Q. Mr. Frawley would like to have that. 
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As It was just a letter asking that the tariff 
be extended. The letter which was written by the 
Dominion Coal Board on March 21, 1949, read: 

"Would you vlease refer to the letter dated 
March 29, 1948, from your general traffic manager 
with respect to the re-issue of the tariff to 
‘cover the movement of coal from Alberta to the 
province of Alberta for the fiscal year. 

"Since provision has been made in the estimates 
for the next fiscal year to continue subvention 
assistance on the above movement from Alberta to 
Ontario, it would be appreciated if you would 
re-publish Tariff C.P.R. No. W57-H which expires 
on the 3lst of March, 1949," 

MR. EVANS: Perhaps I can clear up what seems 
to be a doubt in Dr. Angus! mind. I do not think you 
will find in the brief any recommendation that the 
Commission take any action in connection with these rates, 
but they are incorporated in a section of the brief that 
defends competitive rates on the ground that in large 
measure they are compensatory by showing that these non- 
compensatory rates are rates that have nothing particularly 
to do with competition. There are examples given of 
the one kind of rate affected by comnetition that is 
non-compensatory, and that is the rate to West St. John 

from the bay ports. There are also rates on 
coal and rates on the movement of grain. These weré 
to show that the so-called give-away rates are very 
largely in western Canada, and they are rates that are 
not in the main competitive rates. 


COMMISSIONER ANGUS: My difficulty is this. The 


final paragraph reads: 
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"Canadian Pacific submit that/a subsidy should 
be paid to the mine »perators and freight rates 
Should be allowed to find their compensatory level." 

I am told there is nothing to prevent the railways from 
putting these rates up to a compensatory level except 
the feeling that they ought to get the permission of 
the government first. 

MR. EVANS: Yes, 

COMMISSIONER ANGUS: Are we being asked to 
recommend that the: government should give that permission? 
Is that the meaning of this paragraph? 

MR. EVANS: It was not a part of our submission 
that you should, but I think there is tucked into that 
paragraph a suggestion that the theory under which the 
subvention is paid, that is to say, a subsidy on trans- 
portation, is bad, and that if there is to be a subsidy 
it should be paid directly to the mine owners. Beyond that 
we do not ask that this Commission make a specific recom- 
mendation because, as you point out, it is something that 
perhaps lies between us and the government. It does 
not call,for legislation. 

THE CHAIRMAN: I suppose it is a part of your 
general position that instead of subsidizing railways 
the government should subsidize the producer? 

MR. EVANS: Yes, plus the fact that in view 
of the suggestion that certain rates are not compensatory 
we wanted to disclose where we thought rates were not 
compensatory. 

COMMISSIONER INNIS: Why do you take this 
attitude, because it is easy to administer? 

MR. EVANS: On the question of subsidy? 


COMMISSIONER INNIS: Yes. 
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MR. EVANS: We think that subsidies paid to 
the railways in respect of transportation are wrong in 
princinie, 

COMMISSIONER INNIS: Why is it not wrong in 
principle to pay it directly to the producer? 

MR. EVANS: Because then you have a specific 
producer or industry, and we have nothing to do about that, 
nothing to say about that, but we think it is wrong to 
subsidize transportation because a lot of people interpret 
that as meaning a subsidy paid to the railways whereas it 
is really a subsidy paid to the producer, We think you 
should not cloak that under what appears to be a subsidy 
to the railway. 

COMMISSIONER INNIS: You do not like it because 
of the way 1t is interpreted by the public? 

MR. EVANS: Yes, and we dislike it because it 
is a subsidy. 

MR. MacPHERSON: To the railway. 

MR. EVANS: My friend Mr. MacPherson points 
that up the right way because he interprets it as a 


subsidy to the railway. 
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THE CHAIRMAN: I suppose you say it is some- 
thing made for the benefit of the producer and the 
consumer? 

MR. EVANS: Yes. 

COMMISSIONER INNIS: From the standpoint of 
the Gcvernment, is it not much simpler to administer 
than from the standpoint of the mine owners? 

MR. EVANS: That may be. 

COMMISSIONER ANGUS: The recommendation in 
this final paragraph, the one which has just been 
mentioned, that subsidies should be paid to the 
industry, what have you to say about that and with 
respect to the second point, that rates should be 
higher than they are? 

MR. EVANS: There is no doubt about that; 
we think the rates should be higher than they are; but 
we do not think we should ask you to make a recom- 
mendation to the Government that they pay a higher 
subsidy. We would not object to such a recommendation 
by you; but, to be consistent, we would not ask for it. 

MR. CARSON: @Q. Would you tell the Com- 
mission, Mr. Jefferson, your view as to whether these 
Alberta coaj] rates are at present compensatory? 

A. That is right; the rate of $8.33 is, in my 
opinion, not compensatory; it does not pay sufficient 
revenue to meet out-of-pocket costs. 

When the rate of $8 was first established 
in 1933, it represented only out-of-pocket costs, 
which were developed from a study made at that time. 

It is true that the study of the outeof- 
pocket costs in 1933 represented somewhat more than 
pare out-of-pocket costs in that year, since an 


attempt was made to recognize that the costs in that 
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year were below normal, owing to the depression, 
Nevertheless the studies were intended to 
develop what could be considered as normal out-of- 
pocket costs in the light of information then obtain- 
able, 
Q. What effect the recent increase in the cost 
of. operation has on these rates? 


A. It is a well known fact that expenses, both 


for labour and materials have greatly increased. No one 
could have foreseen at that time the extent of these 
increases; and I am satisfied that if the matter were 
again studied, and under present conditions, it would 

be found that the present rates on Alberta coal are sub- 
stantially below out-of-pocket costs, even though the 
present rate represents an increase of 33 cents per ton, 
or about 4 per cent above the original rate of $8 per 
ton. 

The normal rate on coal from, let us say, the 
Drumheller field to Toronto is $12.70 plus 33 cents. 
That would be $13.03 a net ton, 

Q. Yes. Would the cars in which the coal would 
be shipped from Alberta to Ontario be returned to 
Alberta loaded or empty? 

A. The cars would be returned empty. 

MR. FRAWLEY: Q. For the record, I was 
wondering; Mr. Jefferson mentioned outeof-pocket cost 
study made by the Board. It is all reported in the 
J.O.R. & R. of the Board. Perhaps if Mr. Jefferson 
had it, the Commission might like to read it. 

A, There are a number of them, Mr. Frawley. 


Q. They were made all at the one time in 1931 


or 1933? 
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A. The latest one was made in February, 1933, 
and that is a report of the Board of Transport Com- 
missioners. I have the J.0.R. & R. reference; I 
merely haven tue pamphlet of the Board. 

MR. EVANS: Q. They sometimes remark, on 
the front page of the pamphlet -- 

A. I beg your pardon? 

Q. No, this is not one. 

A. No, it is not one. I have not the reference. 

COMMISSIONER INNIS: Your view about the 
payment of subsidies on coal would be consistent with 
your view concerning the payment of feed grain 
assistance, in the same way? 

MR. EVANS: All subsidies, if they are to 
be paid in respect of the production and transportation 
of a commodity, should be in relief of the producer 
or consumer, as the case may be, and should be paid 
to him and not to the railways. 

COMMISSIONER INNIS: Has the Government 
ever accepted that principle? 

MR. EVANS: I am afraid I could not tell 
you. 

COMMISSIONER INNIS: In the main, they have 
paid them to the railways rather than to the producers? 

‘MR. EVANS: Yes; and the Meritime Freight 
Rates Act is one of the pieces of legislation wherein 
it is applied; and that is our objection to it, the 
objection we have to the Maritime Freight Rates Act. 

THE WITNESS: All other subventions om coal 
made by the Government are paid direct to the 
operators and not to the railways. This is the only 
one that I know of which is paid to the railways. 


MR. EVANS: Yes. 


mee 3 ‘hs whe 
ig! pena’ 
he al 


; an 
meee! ip ere ee satan =. evita: i" 
mnie 4 Mit Tesnilind | eRe nace’ Té RA avons tat sate a 
; : : 

eee he er Wag gy a até tevattt POEs, “h 


} ofa sty opal lia “eh Rees ana afy Lets: 
—~ 


x og thor até ee ee i 1 ms nie’ Wee .s yi 


soo A f ushsgter ‘att: Ags eh 1 pct <bmeige: ‘e igs 


. i 
; : ; = " ,& 
Rat ad St saint " Ps utah i ae eet ae. 7 
i‘ sat aT i eo SY —s (ex & r. ‘ 
4 < 7 bat wr 
3 * Pim a i. . i ast query y- 
‘ 
! ‘ és 
‘ 
Bye A ts Ee ae Fr ry + he > yf . im* fy 
te * Seta eae Pes fi Ba * ae 4 ea we +; ae oe Pate mwi- ‘ 
a 
: = 3 Ps oe Pes ‘ 7) 
iY Mk AE oy ae tece SCP tedit t caer Sort hae) 
Vee a3 f = - Cy — ¥ t os 5 “* ay" er p tye 
pa cot iipeieas se ts ous ne a | ie ache dies i tieerhe: a 
A o 
so res ; oF 30 oo Sf S Wh: sete _ ee per rw Pe oe ae Balad © game ien . 
PRLBS YS naecias & it + pliant tlt Geek Sher brie Weta ER { 
: 7 5 do, seb hk at: 
. le nt athe aa «? Jeon eile 
¢ a - 
a uF se: aig ie ae . ¥ 2 sie *, ce pee 
‘ say Fh i* i onneres He ‘* ‘ i St ; = ay Re ete: 
i * 
many ee * ‘ a Re ping book bee ee By as n, Sid ty eee Pe ee ; 
RSLS itn viv’ at pnb eeis: Ad Tip coder pee Bia em 
® i = 
4 . Ree ym a = me s 4 
feo Ace = Ase . aoe : : E i “ aa rd hae iy peat gies 55 . Bre 
mae ma ay oes ee ee F ‘ aA ae P ; ae ve 
> fA ag v 
SONY oes eT ” ie eee ee 
iwWatE ket eHF cof JGN GAB ied of 
: aah es i a : Cali Q2iSkEe le 9 pean 4 
mo ee pee Ay * niet «© < Cette ee 7 “ 
‘ y * 
ee oe te Tews ; 
A Me he : = +s ati si 
; —4 ae eras : eon goat & es » fi 
‘ ‘ 
e FO 
~ ‘ 
r ’ 
; 2 ' a Nee Sa f3 5 MRE r 
. 3 t a Fs ee ona ee ay ei st ee ia Sere iis, + 
1354 a” ay 4 
Ht tha) ¥ qd ay 8 Lark ‘ ¥ ‘ 
at < fa ‘ “1 flat Se ee. ‘ ; 4 tie 
‘- ~ S * Pete 4 Ree - Sle gee f A od weg tts ey i ee 
Se Ss Sith Ahr hae ra 2 ’ ore ss 7 
+ its } ne cht : 7 ryt . oe tg ny hess s rine 2 
= 
7 » = 
1 ; 
"9 ig Ae \ eae? iota - . a 
i x Ss i ihe hy tp i & eg ee 2 awe re ai " p 8 Ok neta + R 
: ; 
a 5 . rl 
. ' , R 3 P ie 
= » 5 a tat eek 2 “ Pr 5 ’ , 
of “ Lah ee eee Roce ara | we as a ¥ , ' 
- ot SA hea won fee Ss ype tiny 3 tbat aga at +} 
‘ 7 : 7: 
‘ a Pig Oe 5 5 , - 
a 25h ry Recall ae ee . a a" 7 ‘ ae 
+2OA Belen ) adit Man ot ot sea acliastde 
, : P= 


4 @ 


Sallie aod) a kh od ‘ebam) ‘ip 


=a 


aha dA ia 


3 or Dire eroneregs > he Aca 


‘ATS, BOS Phy ae HA cd it eh 


ae 


a 


oi sae 


- 15038 - Mr, Jefferson, in ch 


THE CHAIRMAN: Those are subventions made 
Just on the production, regardless of the transporta- 
tion? 

MR. CARSON: No. 

THE CHAIRMAN: You say there are other sub- 
ventions? 

THE WITNESS: Yes, 

THE CHAIRMAN: Q. Which are paid to the 
producer of the coal? 

A. Yes, 

Q. By the Dominion Government? 

A. Yes, sir. They are not made on the entire 
production of the mine, but are made on certain move= 
ments from the mine. 

Q. On certain movements from the mine? 

Ay . Yésyusinr,. 

Q. What sort of movements? What have you in mind 
there? 

A. Take Alberta coal. I understand there is a 
subvention on bituminous coal shipped from Alberta to 
points in Western Ontario, that is, Western Ontario 
for railway use; that is not for commercial use, 

Q. For railwey use? 


Kian, ORs, SLY. 
Q@. Well then, do those shipments also come within 


the provisions of these subventions here which go to 
the railways? I mean the $2.50 per ton? 

A. Oh, eos. 

Q. You say that on the movement of coal from 
Alberta mines to Ontario for the use of the railways -- 


Re Yes, siv*» 


A subvention from the Dominion Government is 
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paid to the coal producer? 
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As *XES,; STH, 

Q. Does it also receive the other subvention 
paid to the railway? 

A. Oh, no, sir, 

Q. Perhaps we could find out more about this 
distinction. 

MR, FRAWLEY: It is all pretty well set out 
in the report of the Dominion Coal Board. 

COMMISSIONER INNIS: Is it your contention 
that there is a conflict also in the Coal Board? 

MR. FRAWLEY: No. They are all transportation 
subsidies whether they be paid directly or indirectly. 

COMMISSIONER INNIS: But is there not a 
conflict with respect to their administration? 

MR. FRAWLEY: Oh, yes. 

COMMISSIONER INNIS: In some cases they 
prefer to pay the railways, whereas in other cases 
they are paid to the producers? 

THE WITNESS: Yes, sir. Take Nova Scotia 
coal, for example, there is a subsidy there. 

THE CHAIRMAN: Which is paid to the producer? 

MR, FRAWLEY: Which is paid to the producer, 
for the purpose of getting that coal to Toronto, and 
as in the case of Alberta coal, it is a transportation 
subsidy. There is no disagreement about that. I am 
sorry I did not bring along my copy of the Dominion 
Coal Board report, but I shall try to get some here 
for this afternoon, because I think it explains this 
matter very well. 

THE CHAIRMAN: Is there any real reason for 
this distinction in the difference of treatment? 

MR. FRAWLEY: There may be in the Coal Board 


for administratiom purposes; it may be easier in the 
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way of operation. 

COMMISSIONER INNIS:. You mean: that it is 
easier to pay the railways? 

MR, FRAWLEY: Probably; while in other 
circumstances it is easier to pay the producers. 

Mr. Jefferson objects to the Subsidy being paid on 
Alberta coal to the Toronto market. If the Dominion 
Government is going to help to get that coal into 
Ontario, then what does it matter if the cheque is 
patd to the Canadian Pacific Railway or is sent out 

to the Alliance Coal Company in Drumheller and is then 
turned over to the Canadian Pacific Railway? What is 
the difference? 

THE CHAIRMAN: In a given case on shipments 
to Ontario, in one instance they pay the railways and 
in the other instance they pay the producer? 

MR. FRAWLEY: On the railway coal? 

THE CHAIRMAN: Yes, 

MR, FRAWLEY: @Q. On the railway coal there 
is a different method of paying the subvention? 

By ORs YOR « 

Q. It would be interesting to find out what the 
essential dtfferente is. I am sure there must be some 
reason. I think that Mr, O'Brien of the Dominion Coal 
Board would be glad to come down here and explain it 
for us. 

MR. CARSON: I thought you said you had 
the report at home which would explain it? 

MR. FRAWLEY: I did not say it was at home. 

COMMISSIONER ANGUS: Is the payment which 
4s made direct to the railway linked up in any sense 
with the rates which the railweys charge? 


MR, CARSON: I beg your pardon? 
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COMMISSIONER ANGUS: Is the fact that the 
payment is made to the railway in any way linked up 
with the fact that it arose out of the rates which 
the railway charges? 

THE WITNESS: I dare say that is a fact; 
but we must bear in mind that the Board of Transport 
Commissioners took the position that our normal rates 
were reasonable on coal. But from negotiations which 
took place between the railways and the Government, 
the $8 rate with the subvention of $2.50 was agreed to 
for a temporary period of a year, and it has been 
continued from year to year sever since. 

MR. CARSON: Your present position arises 
out of a bargain which was made in 1933? 

A, That is right, 

MR. FRAWLEY: Q. The Board said that your 

$12 rate was a reasonable rate? 
A, Yes. 

MR. CARSON: $13.03. 

MR, FRAWLEY: Q. $13.03 as it is now; and 
that would move a lot of coal out of Alberta. 

Ay. It is 8bh im the record, 

MR. CARSON: Was there not a Royal Commission 

which spent a couple of years on coal? 


MR, FRAWLEY: More than that. 
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MR. CARSON: Q. I think what you said 
about this coal or the reimbursement from the 
Dominion Government to the railways,has been con- 
tinued from year to year since 1933? 

Ad. Yes. B1P 

Q@. And would you just tell the Commission in a 
general way in what manner it is done, how it is 
carried out? 

A. This is done on applications received from 
the Dominion Fuel Board which obtained authority 
from the Dominion Government to continue payment of 
this subvention. The Canadian Pacific was requested 
in March last to republish for another year the 
tariff which was to expire on 31st March 1949. 

Q. Would that be right (I am questioning the 
March 1949) to republish for another year the 
tariff which was to expire on 3lst March 1950, 
wouldn't it be? 

A. No, no, we published the tariff which was 
to expire on 31st March 1949. 

Q. Yes, expiring 3lst March 1949. They were 
asking you to extend it for another year. 

A. To the end of March 1950. 

Q. And that, you told us, you consented to do, 
though you protested that the rates were too low. 

As) Wao 2 Pent. 

MR. FRAWLEY: Protested? Just wrote a 
sevcer. 

MR. CARSON: Q. Now, I want to go next 
to the subject of international rates which are dealt 
with in Part I of the Canadian Pacific submission 
at Pages 101 - 108, and are dealt with in the outline 


submissions, paragraphs 52 - 53. Now, what is the 
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position of the United States and Canadian Railways 
as to negotiating thought international rates? 

A. I think that could best be answered by my 
reading about three pages Baines lee on page 101 of 
Part I of this Company's submission. 

Q. Well now, would you do that then, Mr. 
Jefferson? 

A. Canadian Pacific is at all times prepared to 
negotiate with its United States connections for the 
establishment of through international rates where 
necessary to permit the products of Canada to reach 
the markets of the United States. 

The position of the United States railroads is 
the same in that they are continually negotiating 
with the Canadian railways for the establishment of 
through rates in order to permit the products of the 
United States to reach the markets of Canada. 

In establishing joint international rates, due 
regard must be given to the level of rates and local 
conditions applying within each country. 

Any suggestion which would in any way interfere 
with the freedom of both the United States and Canadian 
carriers in these negotiations would, in the opinion 
of Canadian Pacific, be a backward step and would 
greatly hinder, rather than help, industry in Canada 
in obtaining fair and reasonable rates to permit its 
products to reach United States markets. 

Through international class rates are in effect 
between Eastern Canada and Official Classification 
Territory in the United States (east of the Mississippi 


and north of the Ohio Rivers to the Atlantic seaboam). 
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No through class rates are in effect between Eastern 
Canada and points in southern, western or southwesten 
territories in the United States, except to certain 
territory in Minnesota-Wisconsin. 

No through class rates are in effect between 
Western Canada and points in official, southern, 
southea stern or western territories in the Unites 
States, except certain territory in Minnesota-Wisconsin. 

The through international class rates between 
Eastern Canada and official territory were made with 
relationship to the rates prescribed by the Interstate 
Commerce Commission for application within official 
territory of the United States. Such international 
rates were based on 110% of the United States rates 
lst Class. The 5th and 6th Class Rates are higher 
percentages of lst Class than rates generally in 
the United States. 

The amount by which the international rates were 
in excess of the United States rates was altered in 
1947 when the Interstate Commerce Commission, in 
Docket 28300, ordered an increase of 10% in the 
class rates within official territory, which increase 
was not applied to the international rates. 

Through class rates between Eastern Canada and 
official territory of the United States have been 
in effect for a great many years on no uniform 
basis, and effective March 3rd, 1938, after many 
conferences between the Canadian and United States 
railways and shippers' organizations in both Canada 
and the United States, a uniform basis of class 
rates was established. This is related to the United 


States class rates and subject to the modifications 
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referred to in the second preceding paragraph. 

Through class and commodity international rates 
on import and export traffic are in effect between 
Canadian ports and United States points, as well as 
between United States ports and points in Canada, 
where necessary. 

Through commodity rates are in effect on a 
large number of commodities between points in both 
Eastern Canada and Western Canada on the one hand 
and points in the several territories of the United 
States on the other. 

In publishing joint through international rates, 
the general policy of the United States railroads is 
that they will not agree to through rates from 
origins in Canada to destinations in the United 
States on a lower basis than is applicable on the 
Same commodity within the United States. 

Likewise, the Canadian railways adopt a similar 
policy with respect to rates from origins in the 


United States to destinations in Canada. 


(Page 15050 follows) 
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COMMISSIONER ANGUS: Does the "similar 
policy" mean on a lower basis than is applicable 
on the same commodity within Canada, or does it 
mean within the United States? 

A. You mean the paragraph where it says "like- 
wise"? 

Q. Yes. 

A. "Likewise, the Canadian Railways adopt a 
Similar policy with respect to rates from origins 
in the United States to destinations in Canada". 

QO. Yes. 

A. We would not want to make rates from the 
United States to Canada lower than between two 
points in Canada for similar distances. Otherwise 
it might disturb the Canadian manufacturer. 

Q. Yes, therefore - - 

A. It is just the reverse of the preceding 
paragram, yes, sir. 

It is obvious that such a policy is necessary, 
otherwise manufacturers or producers in either county 
would be placed at a transportation disadvantage in 
marketing their products at points in their own 
country. Through international rates, therefore, are 
established by direct negotations between the 
United States and Canadian Railways at the request 
of shippers or receivers in either country. 

It was stressed at hearings before your Commission 
that through international class rates are in effect 
between Eastern United States and Eastern Canada, 
whereas no full line of class rates is in effect 
between points in Western United States and Western 


Canada. 
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The volume of traffic moving at class rates 
between points in Eastern United States and points 
in Eastern Canada is much greater than between 
points in Western United States and Western Canada. 
There is not the same necessity for through inter- 
national class rates between the western territories 
as between the eastern territories and there is no 
more necessity for through class rates between 
Western United States and Western Canada than between 
points in both Eastern and Western Canada and points 
in Southern, Southwestern and Western United States. 

Furthermore, commodities produced in Western 
Canada and moving in any volume to points in the 
United States are covered by through commodity rates. 

MR. CARSON: Q. Now, I think you have a 
statement listing the tariffs which publish through 
commodity rates from points in the Prairies to points 
in the United States? 

Rin ee O17. 

G. That would be Exhibit 151. 

. EXHIBIT 151:- filed by Mr. Carson. 
Statement listing the tariffs 
which publish through commodity 
rates from points in Prairies to 
points in the United States. 

Q. That Exhibit consists of seven pages, and 
what does it show, Mr. Jefferson, speaking generally? 
A. Well, this Exhibit shows the southbound 

commodity tariffs on sheets 1 - 3 and northbound 
commodity tariffs on sheets 4 - 7, showing the commo- 
dity, the territory of origin, and the destination, 
with the tariff reference. The statement shows the 


substantial number of tariffs in effect publishing 
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through rates between points in Western Canada and 
points in the United States. Some of the tariffs 

are quite large and cover considerable territory, 
though I might draw to the Commission's attention the | 
southbound sheets 1 - 3, where we have rates on coal , 
the first item, from Alberta and Eastern British 
Columbia shipping points to Idaho, Oregon and 
Washington. We have many lumber tariffs, from 
Western Canada to points in the United States, live- 
stock tariffs, paper tariffs, grain and grain product 
tariffs; and then at the lower part of sheet 3 there 
are a number of tariffs which just show under the 
commodity columns, various commodities, or there 

are many commodities in those various commodity 
tariffs; but they cover more specific movements, that 
is, movement from one or more points of origin to 
one or more points of destination, but not from all 


points. 


(Page 15053 follows) 
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Now, sheets IV to VII show the northbound 
commodity tariffs -- coal end coke, fruit and vegetables 
and petroleum products, sulphur, and then slso verious 
commodities. 

Q. Now, Mr. Jefferson, the other day, I think it 
was on the 7th of February, in Volume 70 there wes quite a 
bit of discussion about international rates. I am not 
quite sure to what extent the Commission wents to enquire 
into that while you are in the box, but it was suggested 
by Mr. Covert that the Commission had not quite got complete 
information about international rates that was needed and 
that there were quite a few points not quite settled. That 
appears at Page 14375. Mr. Sinclair had read 3 statement 
to the Commission commencing at 14361. Now, are you 
familisr with the statement that Mr. Sinclair read, Mr. 
Jefferson? 

A. 2S. SLY, L prepared. it. 

Q. You prepared the statement? 

ie Yes, oir. That discussion, Mr. Carson, had re- 
ference to increasing international rates at the same 
time and to the same extent as rates were increesed 
within the United States. 

Q. Yes, and I think some enquiry was made as to why 
it was necessary to have the internstionsal rates increased 
by order of the Board of Transport Commissioners implementing 
orders of the Interstate Commerce Commission when they 
were euthorizing rate increases? 

ia Yes, sir. 

Q. Can you tell the Commission something ebout that, 
please? 

A. Yes, sir. I won't read the statement that Mr, 
Sinclair read 3s it is contained on Peges 14361 to 14385 
of Volume 70 of the proceedings but I would like to 


emphesize thet the orders of the Board which Mr. Sinclair 
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made reference to, that is the Board of Transport 
Commissioners Orders 71774 of the 3lst December, 1948, 
end 72905 of the 12th of August, 1949, contained s 
peragraph-reading: 
"And whereas it is deemed by the Board to 
be expedient in the public interest that the 
' continuity of joint through rates from points 

in the United States to points in Canada and 

vice versa and the maintenance of the parity 

of port relationships should be preserved.: 

Q. That is a quotation you have just given 
from those Orders? 

A. Yes, sir. Now, it seems to me -- 

Q. Just a moment, Mr. Jefferson. I am told we 
have the complete Orders here and rather than take time 
to read the whole Orders, it might be convenient if we 
filed those orders as Exhibits? 

A. YOu. Gir. 


Q. The first one is 71774 and that will be Exhibit 


Les 
Ban iptl NOw, loetietited) by Mr.) : Board of Transport Com- 
~ Carson, : missioners Order No. 
: 71774, dated 31 December, 
1948. 


Cs (con) And the second one is 72905 which will 


be Exhibit No. 153? 


A. Yes sir. Filed by Mr. : Board of Transport Com- 
Carson. : missioners Order No. 
------- : 2905, dated 12 August, 
: 1949. 


EXHIBIT NO. 153: 

Q. And the recital you have just read, Mr. Jefferson, 
appears in Exhibit ‘ 152 as the third recital paragraph. 
It is not numbered but it is the third recital paregraph, 


and 9 recital to the same effect is to be found in the 
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Subsequent Order in the fourth recital paragraph? 

 §- That is right. 

Q. Now, I am sorry I interrupted what you were 
going to say. I think it would be helpful if the Com- 
mission hsd these Orders before them? 

A. I think it would be helpful if I should next 
read two pages from Part I of this Company's Submission. 

nr Q. What pages are those? 

ie The bottom of Page 106 to the bottom of Page 
108: 

"As already outlined herein, the through 
international rates are made with relationship 

to the rates applicable within the United States. 

The through international rates have, therefore, 

always been subject to the same general increase 

as made in the United States rates. 

In general increases in freight rates, the United 

States railroads also petition the Board of Transport 

Commissioners for authority to increase the inter- 

netional rates --" 

THE CHAIRMAN: You mean the Canadian Board? 

A. The United States railroads also petitioned the 
Board of Transport Commissioners, yes, sir: 


"for authority to increase the international 


rates pointing out that the conditions which 
call for and necessitate an advance in rates within 
the United States apply equally to international 
rates. 

The same imcresses in international rates 
as made within the United States are necessary to 
permit the continued orderly movement of inter- 


nationsl traffic. 
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The Board of Transport Commissioners for 
Canada, in their orders granting authority to 
increase the international rates to the same 
extent as authorized by the Interstate Commerce 
Commission within the United Stetes have pointed 
out that it is deemed by the Board to be ex- 
‘pedient in the public interest that the con- 
tinuity of joint through rates from points in 
the United States to points in Canada, and vice 
versa, and the maintenance of the parity of 
port relationships, should be preserved, 

Without uniformity of rate increases, the 
port relationships as between Canadian and 
United States Atlantic ports would be disrupted. 

If the international rates between official 
territory snd Eastern Canada were not increased 
to the same extent as rates within official 
territory, the rates between United States points 
and the berder points in the United States 
would be higher than the through rates to or 
from points over the border in Canade. 

If through international rates were not 
increased to the same extent as within the United 
States with euthority of the Interstate Commerce 
Commission and Board of Transport Commissioners 
for Canads, the United States railrosds would 
find means by which the through rates could be 
so increased and retain sll of the increase for 
themselves. This would be no saving to the 
shippers or receivers in Canada, but would 
deprive the Canadian railroads of their share 


of the increase. 
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United States producers of commodities which 
are likewise produced in Canade would object to 
their rates being increased if no increase was 
made on like products from Canada, sas the rates 
from Canada to the United States would be lower 
then rates within the United States. An example 
would be newsprint paper from Millinocket. Me., 
end other Eastern United States mills to large 
consuming centres in the United States compared 
with the movement from Eastern Cansdian mills to 
the same destination. This would also apply to 
lumber, woodpulp and other products. The United 
States shippers would not accept such a situation. 

It would be impossible to apply increases 
authorized within the United States only to the 
portions of the through international rates ac- 
cruing to the United States lines south of the 
border. In addition to the dispority which would 
be created as between the international and 
United States rates, a chaotic situation would 
be created inasmuch as the proportions accruing 
to the United States lines through the numerous 
gateways are different and, in fact, vary even 
through the same border gateway. For example, 
beyond the Windsor-Detroit-Port Huron gateway 
to St. Louis, Mo., there are a large number of 
different routes in the United States and the 
proportions vary sccording to the different 
routes. Furthermore, in some cases tha Canadian 
lines operate south of the border into the United 
States and in other cases the United States lines - 


operate north of the border into Canada." 
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MR. CARSON: Now, has this metter been the 
subject of consideration end decision by the Board of 
Transport Commissioners or their predecessors, the 
Board of Railway Commissioners? I was thinking of some 
of the decisions. 

Rd 28; Bile 

THE CHAIRMAN: Would you please repeat that? 

MR. CARSON: I was asking Mr. Jefferson if 
this matter of increasing the international rates 
following increases in the United States had been dealt 
with by the Board of Transport Commissionersin its 
Decisions, and I think you have some Decisions there, 
Mr. Jefferson, which you want to refer to, unless there 
was something you wanted to say before we came to those 
Decisions? 

A. Well, I did want to mention one or two 
points. I did want to say first, that the practice followeg 
with respect to increasing international rates st the 
same time and to the same extent as in the United 
States also applies in the case of general reductions 
in the United States. As an example, in 1922 there 
was 3 general reduction in rates in the United States, 
and at the same time there was a similar reduction in 
international rates. In other words, if the inter- 
national rates had not been reduced at that time, it 
would have been unfairto the Canadian shippers to have 
had the rates reduced within the States and not from 
Canada to the United States. 

THE CHAIRMAN: Has there been any other re- 
duction than the one of 1922? 

A. Not since 1922, no, sir. Now, I wanted to 
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Pages 106 to 108 that if the through international rates 
were not increased to the same extent as within the 
United States, the United States railroads would find 
means by which the through rates could be so increased, 
and retain all of the increase for themselves. 

Now, in 1931, in whet was known as Ex Parte 
No. 103, 178 I.C.C. 539, the Interstate Commerce 
Commission -- 

MR. CARSON: 178 I.C.C. are the reports of the 
Commission where that Decision is to be found at Page 
Ne 

A. Yes, sir. 

THE CHAIRMAN: Ex Parte 103? 

MR. CARSON: Ex Parte 103 and it is reported 
et 178 I.C.G. Page 539. L.think it runs to Page 590? 

A. That, Lo -pLent. 

Q. Now, what did they do there? 

A. At that time the Interstate Commerce Commission 
authorized en increase in rates within the United States 
and on international treffic by specified amounts per 
100 pounds or per cer. At Page 589, the Decision contained 
the following provision: 

"Joint Rates, the Rate from Foreign Countries”. 

Q. That is-the heading? 

A. Yes: 

"Tt is not intended to increase the proportion 

of joint through rates to or from points in 

foreign countries accruing for the transportation 

ins such foreign countries. The proportion of 

such rates accruing within the United States, 

may be increased to the extent herein approved 


for domestic rates." 
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Q. Now, was the action that wes taken by the 
United States railroads under suthority of the Interstate 
Commerce Commission that you have just mentioned acceptable 
to the Canedian railweys? 

A. No, sir, it was not acceptable to the Canadian 
railways. The Canadian railways objected to their 
shippers being obliged to pay the same increase in 
rates as within the United States and the Cansdian 
railways not receive any shsre of the increase. 

Our not receiving any share of the increase was not any 
saving to the Canadian shippers. The shippers had to 
pay the increased rates but we could not get any share 
of it at that time. 

THE CHAIRMAN: What yesor was this? 

MR. CARSON: 1931, my lord. 

COMMISSIONER INNIS: You would not commit 
yourself as to the feasibility or possibility of 
subsidizing the shipper? That is to say, one can see 
the railroads! position from your outline but it does 
seem to me that certain shippers, that is to say, those 
shippers who are exporting to the United States are 
being penalized as compared with other Canadian 
Shippers. You would not care to make any comment as 
to the advisability of subsidizing those shippers? 

A. You mean subsidizing the Canadian shippers? 

Q. Yes, 

A. I am afraid if you subsidized the Canadian 
shipper in 2 case of that kind and it would be known 
to the railroads in the United States, they would re- 
taliate and cancel through rates. 

Q. I am not talking about a subsidy to the 
railroads, but a subsidy direct to the shippers? 


A. Thet is what I mean. Take newsprint paper, 
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if you will, from Millinocket, Me., to Chicago,and 

from Three Rivers, Quebec, to Chicago. The rates are 

the same. Now, if you increased the rete from Millinocket 
to Chicago, end not from Three Rivers to Chicago, then 

the Three Rivers shipper has an advantage. 

Now, the United States railroads require the 
rate from Three Rivers to be increased at the same time 
end to the same extent es from Millinocket, Me.. If 
the Canadian railways werenot able to increase that rate, 
then the United States railroads could only withdraw from 
a concurrence to the publication of a through rate, 
which would mean that the rate would be cancelled and 
the combination of locals would be higher than the 
rate from Three Rivers to Chicago increased to the same 
extent as the rate increased in the United States. 

Q. I understand that, but is there any way in 
which Canadians can protect themselves against Decisions 
taken by a foreign body? 

A. You mean the shipper? 


Q. Yes, 


(Page 15062 follows) 
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A. Yes. I don't know how the shipper could protect 
himself. 

Q. Is there any way in which Canadians can protect 
the shipper? That is to say, the Canadian economy is 
being disturbed by the action taken by an outside body. 
It is being distorted. Is there any way in which they 
can protect themselves? 

A. I would not think that it would affect the 
Canadian economy, if I may say so, because if the 
Shipper at Three Rivers could pay the same rate as from 
Millinocket to Chicago to sell his product, then he 
could continue to do so if his rate was increased to 
the same extent as in the United States. 

Q. Let us come back to the case of pulynwood 
Shippers we had before us a few days ago. Is that not 
a case in which those particular shippers have to pay 
a higher rate than prevails, let us say, between shippers 
in Canada with regard to the United States? 

A. They have to pay a higher rate from a point 
in Canada to the United States than obtains wholly within 
Canada for similar distances, yes, sir. 

Q That is the point which I want to make. It 
distorts the economy? 

A. Pardon? 

Q. It seems to me that is where the economy is 
distorted by the action of an outside body? 

A. I do not know why iit should be. 

Q. You penalize the particular shippers because they 
are shipping to the United States? 

As You have to look at it from the point of view 
>f the receiver of the pulpwood, in this case at Johnsonburg, 


Pa. If rates to Johnsonburg, Pa., from all points of 
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production in the United States are increased, we will 
say, 25 per cent, then the receiver at Johnsonburg is 
not affected in any way if the rate from Canada to 
Johnsonburg is increased by the same amount. 

Q. Yes, in this case it would appear -- Mr. Sinclair, 
of course, was rather questioning this a that the shipments 
fell. err drastically in Canada to the advantage of the 
American shipper who was located very close to the market, 
It is rather interesting the case was not put forward by 
a Canadian; it was put forward by an American. 

A. That explanation, sir, not only applies to 
shipments from Canada but also to shipments from the 
United States producing points. 

Q. We have to let the Americans look after them- 
selves? 

A. There may be two reasons why the movement of 
-pulpwood from Canada to Johnsonburg, or from similar 
points of distance in the United States to Johnsonburg, 
dropned off. One may be because the higher rates 
encouraged the user of the wood to obtain his wood 
from nearer sources of supply, and another reason which 
seems to me very important is that everyone knows that 
paper manufacturers! inventories of pulpwood grew 
tremendously, and within the past year or so even in 
Canada they have been reducing their inventories by 
cutting and moving less pulnwood. 

Q. It is your first point that really concerns me, 
that is to say, it does operate to the advantage of the 
American shipner, and it does place the Canadian shipper 
at a disadvantage, and it does seem to me this follows 
from the action of a body outside of this country which 
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determined by bodies in this country. 

A. Maybe I misunderstood you or you misunderstood 
me, but I do not think it matters if the rate from Canada 
to the United States is increased to the same extent as 
within the United States when ‘rates within points 
in the United States are increased the same amount. 

2: It seems to matter to the pujpwood shipner who 
is the individual I am concerned about. 

A. He is at no greater disadvantage than the pulp- 
wood shipper in the United States. 

Q. He seems to have lost his market whereas the 
American shipper in the United States has gained a market? 

Ae He may have lost his market with the long distance 
shipper in the United States and replaced it by a shipper 
nearer the mill where they obtain their source of sunply 
nearer at hand, but my whole point is that the Canadian 
shipper is not affected to any greater extent than the 
United States shipper. 

COMMISSIONER ANGUS: Q. Is it really not just 
that question of the distance, that if the American shipnrer 
were farther away an increase in American rates would 
put him at a disadvantage as against the Canadian shipper, 
and it would work to his advantage if he were nearer? 


A. yes, sir. 


---Recess. 


(Page 15066 follows) 
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Upon resuming: 

MR. EVANS: I was going to suggest to 
Dr. Innis that @ theoretical answer to his question 
might be: to suggest that a subsidy paid to the pro- 
ducers would be equivalent to saying that the United 
States give a tariff to take care of this situation. 
My suggestion would be that it might result in a 
vicious circle, 

COMMISSIONER INNIS: I can understand that. 
But the point which gives me concern is: that the 
Canadian Government does follow the policy of sub- 
sidizing exports of wheat, if we accept the Crow's 
Nest Pass rates as being a lower rate than comparable 
rates in the United States. 

MR. EVANS: I think probably that policy 
developed from the difficulty of meeting competition 
of producers in other parts of the world, and that 
could not be used in the case mentioned, because the 
competition of the Canadian producers in the United 
States market is that of the United States producers, 
who are being treated in the same way. 

COMMISSIONER INNIS: Could not the Canadian 
producer ship wheat into the United States with the 
benefit of the Crows Nest Pass rates? 

MR. EVANS: The tariff, again, might counter- 
act it. 

COMMISSIONER INNIS: I suppose the same 
would hold in respect to the shipment of pulpwood 
from another province? 

MR. EVANS: When you get to the state where 
the American producer yells hard enough, you would 
get & prohibition against this commodity. 

COMMISSIONER INNIS: Yes. Me wheat 
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producer presumably has not yelled loud enough, 
MR. CARSON: Will you go on with your 
explanation about this? 

A, I referred to the position of the Interstate 
Commerce Commission with respect to Ex Parte No, 103; 
and I would like now to refer to the action which was 
taken at the time the next increase in rates took 
place within the United States, in 1935, in what was 
known 4s Ex Parte 115, which is reported in Volume 208, 
I.C,C., pages 4 to 85, 


Q. The report is 208 I.C.C., commencing at 
page 4 and running to page 85? 
A. Yes, sir, Now, this decision of the Interstate 
Commerce Commission was dated March 26, 1935, 
THE CHAIRMAN: What was that last point? 
MR. CARSON: 208 I.C.C., pages 4 to 85. 
MR. FRAWLEY: That is Ex Parte 115? 
MR. CARSON: Yes, Ex Parte 115. 
MR. CARSON: @. You say that decision was 
dated March 26, 1935? 


A. Yes, sir. And it was followed by an 


application of the United States and Canadian carriers 
to make increases in international freight rates be- 
tween points in Canada and points in the United States 
in like manner, effective at the same time as the 
rates were being increased within the United States. 
I would like to direct the Commission's 

attention to the Board's general “rder No. 536. 

Q. That is the Canadian Board? 

A, Yes, sir; general Order 536 of the 15th of 
April, 1935, and its judgment dated April 16, 1935, 
ts contained in J.0.R. & R., Volume XXV, page 67. 
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Q. That is, Volume XXV? 

A. Volume XXV, pages 67 to 7l. 

Q. Have you got a copy of it which we could hand 
to the Commission? 

We L668, 'SiP. 

Q. I just have two spare copies. 

THE CHAIRMAN: Is this an exhibit? 

MR. CARSON: It does not need to be,as long 
as you please the Commission. It is in the Law 
MEpOPUR, J.Uelte © Ky 

THE CHAIRMAN: Oh, I beg your pardon. 

MR. CARSON: This is a judgment of the Board, 

THE CHAIRMAN: It is a general order? 

MR. CARSON: A general order. 

MR, CARSON: Q. You were going to direct 
the Commission's attention to something in that 
decision? 

yy Yessir, 

MR, FRAWLEY: Are you going to give us the 
references in the J.0.R. & R. report? 

MR, CARSON: I intend to, Mr. Frawley. 

THE WITNESS: XXV J.0.R.& R., pages 67 to 71. 

MR. CARSON: Q. This decision is on the 
second page of the pamphlet, and it bears file 
No. 39422. 

Aeps To would like first -- 

THE CHAIRMAN: The pamphlet begins on 
page 65. 

MR. CARSON: Yes, my lord, 

THE CHAIRMAN: And you refer to what? 

MR. CARSON: I refer to page 67. The one 
at page 65 has nothing to do with the matter. 

THE CHAIRMAN: Very well. 
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THE WITNESS: I would like first to draw 
to the Commission's attention a paragraph in the 
Board's judgment at pages 67 and 68, commencing at the 
bottom of page 67: 

"Upon it appearing that prompt action in 
this matter was necessary, the Board, yesterday, 
sat in conference with representatives of the 
Canadian carriers, the Canadian Manufacturers! 
Association, the Toronto Board of Trade and the 
Montreal Board of Trade. It was represented to 
us that, in the event of approval of the applica- 
tions, the increased rates thereby provided for 
will be subject to the same basis of divisions 
between Canadian and United States carriers as 
governs the present international rates; that, 
if we denied the applications or suspended 
tariffs, filed on legal notice providing for such 
increases, the United States carriers would adopt 
the same method of tariff publication as followed 
in connection with increased charges authorized 
by the Interstate Commerce Commission in Ex Parte 
No. 103, which became effective January 4, 1932, 
for a temporary period. In the case last cited, 
the United States lines issued a so-called 
master tariff setting out the increased charges 
authorized and, on the face of the tariff, it 


was stated: - 
'This tariff is applicable only in con- 


nection with tariff publications making 
specific reference to this tariff and to 
the extent indicated in such tariff 
publications.' 
On page 3 thereof, item 35 read as follows: 
'(a) Where freight is transported from 
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&@ point in the United States through Canada 
or Mexico to a point in the United States, 
the emergency charges will be those provided 
in this tariff applied to the transportation 
charges assessed, under rates which are 
subject to this tariff, and shall accrue to 
carriers within the United States. 

(b) Where freight is transported from a 
point in the United States to a point in 
Canada or Mexico, the emergency charges will 
be those provided in this tariff applied to 
the transportation chev assessed, under 
rates which are subject to this tariff, 

Such emergency charges shall be prepaid at 
the origin point in the United States and 

shall accrue to carriers within the United 
States, 

(c) Where freight is transported from a 
point in Canada or Mexico, to a point in the 
United States, the emergency charges will be 
those provided in this tariff applied to the 
transportation charges, assessed under rates 
which are sabject to this tariff. Such 
emergency charges shall be added to the trans- 
portation charges and collected by the 
delivering carrier, and shall accrue to the 
carriers within the United States.'" 

I shall not read the next paragraph because it has 
nothing to do with what I am referring to. 
Q. Except that I see the last sentence which 
reads: 
"Te Canadian carriers had no participation 


whatever in the increased charges." 
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I think that is clear, 

A. That is right. And now, commencing with the 
paragraph at the bottom of page 68, I read: 

"All the parties yesterday appeared before 
us, representing both the carriers and the shippers, 
agreed that it is impracticable to apply the 
increased charges authorized in Ex Parte No. 115 
confined to the proportions of the through inter~ 
national rates accruing within the United States, 
because, amongst many other things that might be 
mentioned, the proportions, or divisions, of the 
total joint international rates are not published 
and vary as to different international junction 
points between the same points of origin and destin- 
ativn, consequently, the same method of publication 
as followed in 1932 would be forced upon the United 
States lines by our action in denying the applica- 
tions, because it is the only practicable method 
of applying the increased charges authorized to the 
international rates, except the alternative of the 
United States lines withdrawing from participation 
in joint through international rates, resulting 
in the combination of the local Canadian rates to 
and from the international boundary plus the 
rates within the United States to and from the 
international boundary, the latter increased in 
accordance with the provisions of the commission's 
order in Ex Parte No. 115, which would be ruinous 
to Canadian shippers and receivers as it would 
involve rates very much in excess of the present 
through international rates increased in accordance 
with the Commission's decision in Ex Parte Nc.115. 


Canadian shippers and receivers desire, above all 
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Other considerations, that the continuity of 
Joint through rates between Canada and the United 
States shall be preserved. 

Summarized, the situation is that the 
granting or denial of the applications before us 
will make no difference in the amount of the 
charges to be paid by Canadian shippers and 
receivers of international freight traffic. Our 
denial would have the result that, as in 1932, 
the United States lines would collect and retain 
the whole amount of the increased charges, the 
Canadian carriers would receive no portion thereof 
and be deprived, by our action, of a@ very sub- 
stantial revenue during the period the increased 
charges &re in force. 

Recognizing and admitting this situation, 
the representatives of the shippers! organizations 
hereinbefore named expressed the view that the 
Board should approve these applications. 

The Board, upon consideration thereof, issued 
its General Order No. 536, dated April 15, 
authorizing, 

That the proportions of through rates and 
charges between the United States and Canada, in 
both directions, in effect at the date of this 
order, accruing within Canada, may, by general 
order or blanket supplement to existing tariffs, 
be increased to the extent that the through rates 
and charges shall conform to the increases 
authorized by the said order of the Interstate 


Commerce Commission, 


That the through rates and charges so 


increased may be published and filed to 
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become effective on or after April 18, 1935, upon 

one day's notice, subject to the proviso that the 

resulting rates will in all respects be subject 
to complaint or investigation and to determination 
as to the lawfulness of schedules, rates, or 
charges as provided by the Railway Act." 

Q. Yes. Is there any other decision to which you 
desire to refer? 

A. The other decision to which I would like to 
refer was with respect to statements made at page 14368 
of the trans’ript, where Mr. Sinclair made reference 
to an exception of the Board of Transport Commissioners 
in not granting increases in international rates to the 
same extent and at the same time as the increases took 
place in the United States. 

Q. What was that instance? 

A. That instance was with respect to the decision 
of the Interstate Commerce Commission in Ex Parte 
No. 148 of the 2nd of March, 1942, 

Q. And is reported where? 

A, It is reported in 248 1.C.C. 545. 

"The Board of Transport Commissioners in 


{f 


this instance did authorize .. . 
THE CHAIRMAN: What is the date of that? 
MR, CARSON: 1942, the 2nd of March, 1942, 
THE WITNESS: The Board of Transport Com- 
missioners in this instance did authorize the same 
increase in the international rates as took place in 


the United States by its General Order No. 616, of 


the Sth of March, 1942, as reported in p88 9G 


J.O.R. & R., pages 8 and 9. 
MR, CARSON: Volume XXXII J.O.R, & R., 


pages 8 and 9. (Page 15081 follows) 
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MR. CARSON: We have three copies of that. 
THE WITNESS: The general Order Number 616 
is on pages 8 and 9. Now the increases - - 

Q. This Order, as I understand it, Mr. Jefferson, 
relates to the import and export rates related to 
the Canadian ports? 

A. Yes, sir, it relates to the whole - - 

Q. Relates to United States ports? 

A. To the whole question of international rates 
as well as import and export rates. 

Oe LT see: 

A. What I want to point out now, is that the 
increase which was granted by General Order Number 
616 to international rates, was made effective with 
the approval of the Wartime Prices and Trade Board, 
whose approval at that time was necessary. The only 
exception was with respect to item 3 of the Order 
which is on page 9 which I will read:- 

"That no advances in import and export 
rates between Canadian points and Canadian 
Atlantic or Pacific ports and furtherance 
rates on traffic between points in Canada 
and Canadian points destined to or from 
Newfoundland, are authorized pending 
hearing and further Order of the Board." 

Q. Now then, that exception having been intro- 
duced, what happened? 

A. A further hearing was held - - 

Q. And a decision rendered on that further 
hearing? 

A. A decision was rendered by the Board of 


Transport Commissioners in its judgment 
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as contained in J.O.R. & R. 32. 

Q-.- Volume 32? 

a Pages, 1256137. 

Q. We have three copies of that for the 
Commission. Now, this judgment, as I understand it, 
Mr. Jefferson, relates only to the exception we found 
in the earlier order, that is, the import and export 
rates between Canadian points and Canadian Atlantic 
or Pacific ‘ports? 

KR Treat lapignt: 

Q. And furtherance rates on traffic between 
points in Canada and Canadian ports that were destined 
to or from Newfoundland? 

A. That is right. Now, we won't read all these 
pages 1le3 - 137, but I would like to refer to pages 
136 and 137, and at the top of page 136 the Board 
states:- 

"We have decided, upon very careful 
consideration of all that has been submitted, 
that this permission should be given". 

Then the concluding sentence at the top of page 137:- 

"Our finding in this application may 
be made effective only with the concurrence 
of the Wartime Prices and Trade Board". 

Q. So the onder of that is that the Board of 
Transport Commissioners in effect was reversing the 
view it took in the earlier decision, a few weeks 
earlier? 

A. The Board of Transport Commissioners did 
not reverse their position, no sir: they confirmed 
their previous decisions. 


Q. They what? 
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A. They did not reverse their position; they 
confirmed their previous decisions. 

QQ. Yes, I see. 

A. But the Wartime Prices and Trade Board, after 
receiving the judgment of the Board of Transport 
Commissioners, still refused to give their consent 
to increasing the rates referred «to. rin. cbktem 4: 

Q. Mr. Jeffersm, what I meant was - - 

A. In General Order 616 which I read. 

Q. What T meantwas that in the Order it is 
reported ini32\J.0.R..& RR. at page 9 -«- 

AS Yeu sear t 

Q@. I understood the Board of Transport 
Commissioners had made an exception. 

A. They made an exception because the Prices 
Board would not approve of the import and export 
rates between Canadian points and Canadian Atlantic 
or Pacific ports being increased. 

Q. That was the situation at 13th March 1942, 
was it? 

A. 5th March 1942, you mean, the date of the 
Order. 

Q. Well, I was looking at the Order in 32 
JOR. Su Re Yes, you are quite right, 5th March 
1942. 

Aw. Yesay;osinr. 

Q. They had made that exception? 

A. Yes, sir. You see, here I might explain, 
Mr. Carson, and perhaps it would be better understood, 
that the Board of Transport Commissioners were willing 
to approve of the increase on international traffic 


and the import and export traffic to which I refer. 
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Qiu Yes: 

A. The Prices Board said: "We will approve the 
increase so far as international traffic is concerned 
but not import and export. 

i-.: LOR. 

A. Then the Board issued an exception and said 
it would be subject to further hearings of the Board. 

Qi. t¥es). 

A. Then the Board had a hearing and then the 
Board reaffirmed what they considered should be done, 
that the import and export rate should be encreased, 
but the Prices Board still would not give their 
approval. 

Oe tosee . 

A. Now, following that period in 1942, there 
was another increase in rates in the United States 
in 1946. 

Q. Had you been pressing the Prices Board 
about this? 

A. I. beg your pardon? 

Q. Had you been pressing the Prices Board 
about this? 

A. Yes, sir, we had conferences with them. 

Q. I am sorry, I interrupted you. You said 
there was a similar application - - 

A. When a similar application came before the 
Board of Transport Commissioners and the Wartime 
Prices and Trade Board in 1946 following the 
decision of the Interstate Commerce Commission in 
Ex parte 148 &% 162 (there were two Ex partes at that 
time) decided 5th December 1946, both the Board 


of Transport Commissioners amd the Wartime prices 


wut gla aa edhe ibe b eect sowbont eis carb: 
D. taomos os SS Semi ye@ied ar as ‘oh oe otett sat, aay 
‘PHO Bes doant Sona fat 7 
i $ ay +6 
Lice tte aegegeeee BE SaeekE Becod off meee oh # 


ee Le 3 eee ae : 1 ey hee | ee a, “os ra Coa oe a oe: Co ene t 
eal erred AP ay Seeatt ne Sift re vdicpre ty i x 5 Pot dee 4 4 a ho ioe FF j 


of gags ote cities hed trio? afd werk «A “ 


om ry pont o ripe pe " Ae : z ee ee ab py Bi. 7 de : Ste ate ng 
Bob pe aoe WHS PoliwRighet: Ze? ah Semrrs inet, be xod 


ot 
in 
ey 
re, 
— 
or 
5 
tg 
=. 
s5 
cad 
— 
sr 
st 
+ 
~~. 
m 
” 


\ { 
P 
Pe ae 
, laverrage 
: ~ 
+ te 
‘aq Fs) / 
= 3; 83ea Rs i 
ecugents r con tay hed a oe, *. 
ey pj : i - ; Ew pits eel sane ahs 2 ae é aerate a+ 
es Ha £ c ie Seta Dee ~ 2p 5 ‘ Wl 
ais oh. As aah oe ee eet PBe ease A oy a ae 
fl 
2 - , 
' ae. “4 ! i] 
Eas sae | Augen ee ee eee ne i ; 
es ees ee XS y bth pe rare @, 4fo% Hen +] 
¢ 
ree 3 
Ss ir Sasad 
a OE fe 
ky a Pete is eee k ete ~ A 
x 
Ls * ag a 7 ‘ 
- * 
« 
’ Y ’ ual hy . 
5 4te Pd rp es | 
erent ee rs aR Oe ee eee eS ee em ee aks ao he atl 
US wt se mi ‘ be ‘7 rr may Sw “yg tg & xu ooh fi 
' 
’ - a 
£ ‘r Be . ae . lise ie 7 ad 
i Ai we igtguted é a TO Oe} een Bs , ry r a os > rT > 
; ‘ 
Pee eyes ae ee nS owe. 2 “oe ’ r{- 
- » otic hae +o tele 8 esh ecsnii * 
Hi ‘ > 
kee fk #3 ‘ a J ot ae at ae the a * bi ere 
Bey ad SRA Bien ya E ene tei) aed oe eres weds 
a” 4% , 5 . as 
. 
: ay 
ccs . é ‘ r 5 ee 
es, he hee ae rue F Per, ater nee, / . ae 
‘ te % i} 7 iM: igioho’} 1% 5 miei 3 * a ey Bercy; sree] to Heewba at | 
Ad . - = 
_ Peer a x : 
YOM oO een yy ee ee hy eT eee Be! pete : ‘ wags 
‘ ~Meet tt af = i ees wit ra a : Ft 4 Su ee eh i s ne eto + 


denote “aah To beers 
vpn) GRE see tense) ate 
Hoo sh so i nme ie ies Mente 


‘ ’ yan Pes rs at < ox Perry has) a * oe r reer é a i a 
earn fig 2Bin Boe oa af ae re te fates ars ; oo Ts 
: a4 be 3 . : ea 
- 


> 


- 15085 - Mr. Jefferson 


and Trade Board approved increasing international 
rates as well as import and export related rates 
through Canadian ports at the same time and to the 
same extent as rates were increased in the United 
States. 

Q. Now, have you got that Order? 

Aut Yesy" air. 

Q. I think I might file that as an Exhibit. 

It is the formal order which will go along with the 
other formal orders. That will be Exhibit - - 
ASST. SECRETARY: 154. 

THE WITNESS: It is the Order of the Board 
of Transport Commissioners number 68340 of the 19th 
December 1946. 

THE CHAIRMAN:: What number did you say? 

A. 68340. 

THE CHAIRMAN: And what date? 

A. 19th December, 1946 - contained the Board's 
approval, and, as will be noted in the lower right 
hand corner of page 2, it was coneurred in by the 
Wartime Prices and Trade Board "This 19th day of 
December, 1946", signed by Mr. Donald Gordon, Chair- 
man. 

. EXHIBIT 154 - filed by Mr. Carson..... 

Order of the Board of Transport 
Commissioners number 68340 of 
19th December 1946. 

Q. So that while they would not do it, while 
the Prices Board did not give their approval to 
that increase in respect of that particular traffic: in 
1942, they did in 1946? 


A. That is right. 
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Q.- And was that as a result of the railways ' 
position being presented to the Prices Board? 

A. Yes, sir. We - when I say "we", the 
representatives of the railways, and I was one of 
them - came up here and had conferences with Mr. 
Gordon and his staff and also with the Board of 
Transport Commissioners, and they all agreed that 
if we wanted to retain international rates and 
related import and export rates, the increases had 
to be applied to them. 

Q. Now, Mr. Jefferson, I see you have opened 
up your map, one which, I think, we gave to the 
Commission before Christmas. 

A. Wes, sir, that was Bxhibit 141. 

Q. Were you going to give some illustrations 
of what you have been speaking about? 

A. Yes, sir. Has the Commission got the map, 
or do they want another copy? 

THE CHAIRMAN: What is this now? 

MR. CARSON: It is Exhibit 141. Mr. 
Jefferson is going to take up that map and illustrate 
some of the things he has been speaking about. 

THE WITNESS: I would like first of all 
to again explain what Mr. Sinclair mentioned the 
other day with respect to the movement of lumber from 
the Pacific coast to Boston, and the situation is one 
that not only obtains to Boston but to all points in 
Eastern United States. 

Q. But you have taken this illustration? 

A. Yes, sir. Now the first thing to bear in 
mind yee the concurrence of the United States 


railroads the Canadian railroads are permitted to 
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publish the same rates on lumber and forest products 
from Vancouver, as an example, as from Seattle to 
Tacoma and Portland to Boston. 

Q. And you have that permission because you are 
going into United States territory? 

A. Yes, sir. Now, if the rate was increased 
from Seattle to Boston and not from Vancouver to 
Boston, the Seattle shippers would immediately 
complain and ask the United States railroads to dis- 
continue permitting the Canadian railroads to publish 
the same rates from Vancouver as from Seattle, because 
the rate would become lower if the Seattle rate 
was increased and the Vancouver rate was not. 

Q. That is to the advantage of the Vincouver 
shipper as against the American shipper in the Boston 
market? 

Ay GS, -EiPs 

Q. Have you any doubt as to what would happen? 

A. The United States shipper would immediately 
complain. 

Q. Have you any doubt as to what would happen? 

A. What would happen? 

Q. As a result of his complaint? 

A. Well, if the Canadian railroads were not 
allowed to increase the rate from Vancouver to the 
same extent as from Seattle, then the United States 
railroads would have no other recourse than to with- 
draw their concurrence, which would make the rate 
from Vancouver to Boston higher, by the use of the 
combination of the rates on the boundary, than if the 
Vancouver rate had been increased to the same extent 


as the Seattle rate. 
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Q. So in that way the Canadian shipper would 
suffer® 

A. Yes, sir. Now, another point I would like 
to mention here, there were some statements made 
as to why could not the rate from Vancouver to Boston 
be increased only to the extent that the haul is 
within the United States. Well, I have just given 
one reason. Now I will give another reason. The 
rate from Vancouver to Boston on lumber applies 
(if you will follow that map at the extreme west 
end) via Huntingdon, B.C., or through Sumas, 
Washington, which is the red line right on the 
boundary. 

Q. That applies to a very short haul? 

A. In Canada. 

Q. In Canada? 

Dae  YOS:, 

Q. And then it goes down the United States 
and moves over United States territorry: 

A. Now, if you increase the rate from Vancouver 
to Boston via Sumas to the extent of the haul 
within the United States, practically the entire rate 
would be increased, or we will say 90% of it will be 
increased, if you like. Now, the rate from Vancouver 
to Boston also applies right across Canada, through 
Montreal, down through Newport and Wells River, if 
you follow the red line down to Boston, and Wells River 
is where we turn the business over to the Boston 
and Maine. Now, if you increased that rate, the rate 
via that route, in the same manner as accrued within 


the United States, you would only increase about 10% 
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Of the rate. 

Now, to summarize what I have said: first, if the 
rate from Vancouver was not increased to the same 
extent as the Seattle rate, the shippers in British 
Columbia would have an advantage over the shippers 
in the United States; and if you increased the rate 
viaSumas in a sete Eanes Ghats via Newport, you could 
not retain the equallity of routes. The equality of 
rates via all routes must be preserved. There are 
other rates from Vancouver to Boston besides the 
two I have mentioned. We have the route from Van- 
couver to Boston down through Portal over the Soo 
line through Minneapolis to Chicago East and Boston. 
You cannot preserve a quality of rates unless the 
through rates are increased. 

Now, I might give one other illustration perhaps 
to demonstrate my point. We have a rate on newsprint 
paper, we will say, from Three Rivers, Quebec, to 
Buffalo, New York. That rate to Buffalo applies via - 
I can mention three routes; one, all the way through 
Canada, through Toronto and Hamilton and just across 
the river at Black Rock to go to Buffalo; another 
route would be from Three Rivers to Prescott,Ontario, 
across the river to Ogdensburg, and over the New York 
Central to Buffalo; the third route would be via 
Montreal and over the New York Central to Buffalo. The 
divisions by all three of those routes are different. 

Now, if you increased the rates only to the 
extent that they accrued within the United States, 
when you moved traffic through Toronto and Hamilton 
you would have practically no increase in the United 


States. If it moved through Prescott and Ogdensburg, 
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you w.ould have a larger increase in the United States; 


and if it moved from Montreal it would be a still 
larger haul and increase in the United States. 

But there again, you have got to bear in mind that 
if you turn business over to the New York Central 
in Montreal, and they take it to Buffalo, they have 
a haul in Canada before they reach the boundary 
between United States and Canada. 

Now, I would like to make one more observation 
and that is with respect to the statement made by 
my friend Mr. Duffy, when he was here the other 
day, with respect to pulpwood rates. Now, I am 
going to give the same example as Mr. Sinclair gave. 
We will take a shipment of pulpwood going to a mill 
at Rumford, Maine, (and there is a mill at Rumford, 
Maine) and the pulpwood originates at Holton, Maine. 
Now, the entire increase would apply to that move- 
ment because the haul would be within the United 
States. But from Woodstock, New Brunswick, which 
is closer to Holton, the rate would be the same to 
Rumford as from Holton. If you could only increase 
the Woodstock rate to the same extent as the haul 


within the United States, you would immediately have 


a lower rate in Woodstock than you would from Holton, 


which is a situation that the shippers in the United 
States would not tolerate. The same thing applies 


to potatoes moving out of Maine and New Brunswick, 


and going to Eastern United States points. You increase 


the rates from State of Maine points, and the entire 


increase is authorized by the Interstate Commerce 


Commission. You have got to apply that same increase 
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to the rates from New Brunswick; otherwise you 
would not have the through rates, they would just 
be cancelled. Then they would be higher rates. 

Q. That is, the combination of locals? 

Ae, eel « 

Q@. Is there any other illustration, Mr. 
Jefferson, or does that indicate generally what 
you mean? 

A. No, sir. If the Commission want to ask 
any questions - - 

COMMISSIONER INNIS: Do you have much 
aifficulty arranging these rates with American 


lines? Do you find them cooperative? 


(Page 15096 follows) 
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A. We find the American lines are co-operative in 
making rates from Canada to the United States so long as 
we do not suggest a basis of rates lower than within their 
own country. If we were going to suggest a rate - and I 
will use my New Brunswick and Maine example again - if we 
were going to suggest a rate on pulpwood from Woodstock, 
New Brunswick, to Rumford, Maine, lower than from Holton, 
Maine, then they would not approve it. 

Q. I was thinking of Mr. Frawley's brief where he 
indicated the difficulties of working out through rates 
between Cénadian roads. Would it be easier to work out 
a through rate with an American road than it would with a 
Canadian road? 

A. Difficulty in making rates with Canadian railways? 

MR. FRAWLEY: Inter-line rates in Cenada. 

THE WITNESS: Oh. 

MR. FRAWLEY: I am just answering your question. 

I think that is what Dr. Innis has in mind. 

THE WITNESS: Well, I would not say we have any 
difficulty - perhaps I should say no prohibitive difficulty 
in making joint inter-line rates in Canada,where there is 
necessity for joint inter-line rates, than we would on 
international rates. 

COMMISSIONER INNIS: Q. I got the impression 
as to American roads that it is very easy to work out and 
you find them very co-operative whereas with Canadian lines 
there seems to be a little more difficulty. You say a3 of 
necessity. 

A. You have instances where you have extreme 
difficulty in making international rates with American rail- 
roads. I can cite the example of rates on fertilizer commod- 
ities out of Tadanac and Warfield, British Columbia, going 


to the United States. Even when we propose, in our opini®n, 
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a reasonable basis of rates the United States railraads just 
say, "We are not going to agree to it", and the reason is 
because there are so many producers in the United States who 
eontrol a lot of traffic, and they just say to the railroads 
of the United States, "You are not going to allow that bus- 
iness to come in here from Canada to compete with us." 

Q. That is what I was wondering. 

A. We have these cases, yes, sir. 

MR. CARSON: Q. In that way they sort of put up a 
tariff against you? 

A. By refusing to agree to a reasonable rate, yes, sir. 

MR, CARSON: Unless the Commission has any questions 
they would like to put to Mr. Jefferson on the subject, I 
was not going to develon it any further. 

COMIISSIONER ANGUS: Q. If the portion of the haul 
within the United States is very short is there any point 
in @ joint through rate? 

A. Is there any point -- 

Q. Is there any object in a joint through rate? Is it 
advantageous? 

A. Oh yes, if the haul is short in the United States the 
combination of locals would still be higher than the joint 
through rate. 

Q. Except that you would be free to reduce your local? 

A. Oh, yes, sir, but there would not be much advantage 
in reducing our local and letting the railroad across the 
boundary have their full local. 

QQ, If it ts very short? 

A. You might; it would have to be extremely short, but 
even then if you interfere with through rates in that way, 
even though the haul in the United States was short, it 
would just go on and on and on andyou would not preserve 


a prover relaticnship of rates as between Canada and the 
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United States where the haul became longer. 
MR. CARSON: Q. Do you have to keep all gateways 
on the same basis? 
A. Oh yes. 
THE CHAIRMAN: Mr. Carson, we will resume at a 
quarter to three. 
‘(At 1.00 p.m. the Commission adjourned to 


resume at 2.45 p.m.) 
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AFTERNOON SESSION 


MR. FRAWLEY: Mr. Chairman, I now have received 
the Annual Report of the Dominion Coal Board for the 
year 1948 and 1949 that I was speaking of this morning 
and I have given the secretary several copies. 

MR. CARSON: Are you putting that in as an 
Exhibit? 

MR. FRAWLEY: Yes, because it contains infor- 
tetion of the kind that was asked this moming. I find 
that there are two subvention orders in Canada subsequent 
to the date of the Report which is for the fiscal year 
ending March 31, 1949 -- one on December 1, 1949, P.C. 
6125 with respect to the movement of Nova Scotia coal, 
and one P.C. 6124 of December 1, 1949, respecting the 
movement of New Brunswick coal. I think I can obtain 
copies of those Orders in Council from the Dominion Coal 
Boerd and when I obtain them they might be added as 3a 
pert of this same Exhibit. 


EXHIBIT NO. 155: Filed by Mr. : Annual Report of the 
a Frawley. : Dominion Coal Board for 
: the fiscal year ending 
March 31, 1949. 


MR. C. E. JEFFERSON RECALLED 
EXAMINATION BY MR. CARSON (CON.) 


Q. Mr. Jefferson, is there anything else you wish 
to say on international rates, subject to any question the 
Commission may wish to put to you? 

A. No, sir, I have nothing more to say. 

Q. Then, I was going to ask you gomething briefly 
about proportional rates and I think they are dealt with 
at Page 104, of Part I of the Canadian Pacific Submission. 


Now, can you make se brief comment on those rates, Mr. 
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A, Well, what is stated on Pages 104 to 108 of 
Part I of the Submission, explains this question clearly. 
There are one or two observations that I think it would 
be well to make. 

It has been suggested to this Commission that 
proportional rates be established between points in 
Western Canade and the international boundary gateways. 
In the first place, I think I should say what a proportional 
rate is. A proportional rate is a rate limited in its 
application to through traffic which has already paid 
or will subsequently pay ea further transportation charge; 
in other words, 2 proportional rate is not a rate in 
and of itself; it is a part or a proportion of a through 
rate. 

Q. Would you just give one illustration there, 
if you can, of a proportional rate? 

As Well, we have some proportional rates in 
Western Canada from the boundary to -- I can take the 
case of petroleum products, if you will, where we have 
a proportional rate from Portal to Moose Jaw or Regina 
to equalize the rate from Northgate to Regina. Now, 
the proportional rate from Port®lis added to the rate 
from the shipping point, we will say, Oklahoma, if you 
like -- some point in Oklahoma to Port@l to equalize 
a8 combination available via Northgsate. 

THE CHAIRMAN: You mention Port?l send Northgate. 
Are they both on the Canadian Pacific? 

A. Noy. Six. 

Q. One is on the Canadian Netional? 

A. Port®lis on the Cansdism Pacific and Northgate 
on the Canadian National Railwey. If the Canadian lines 
were to publish proportional rates between all points 


in Western Canada end the internatsionel boundary gateways, 
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they would be required to give consideration to what 
rates would be added from and to the boundary gateways 

by the United States rsailrosds to comprise the proportion 
of the through rates south of the border in the United 
States. Unless agreement was reached between the United 
States and Canadian railways, to publish proportional 
rates from and to the border gateways in both countries, 
the Canadian lines would be forced to absorb 311 of the 
reduction below the full combination of local rates as 
the United States would require their full local rate 


to or from a border gateway. 


MR. CARSON: Yes. 

fi Pees 104 to 108 of our Submission, point out 
whet is liable to happen if the Canadian railways were 
compelled to establish proportionsl rates to or from the 
boundary gateways on international traffic contrary to 
the wishes of the United States railroads. Proportional 
rates to and from border gateways should only be established 
in exceptional or special cases. 

Q. Now, have you eny comment to make, Mr. Jefferson, 
with respect to applying the standard mileage rates or 
the distributing rates from the United States-Canadian 
border junctions in Western Canada on international 
traffic as mentioned at Pages 105 and 106 of the 
Canadian Pacific Submission, Part I? 

A. Well, I think what is outlined on those pages 

covers the situation, but I might read two paragraphs 

from Page 105. 

Q. Yes? 

A "There is no justification for applying 

distributing rates to or from United States- 


Canadian border junctions im Western Canada 
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on internationel traffic. The distributing rates 
had their origin in the early development of 
Western Caneda and are special rates to essist 


in the distribution of goods from wholesale 


centres in Western Canada to the retail trade 

in the outlying districts on which the railways 

had already received an inward haul. 

There is no valid reason why the same 

distributing basis should be granted on 

merchandise entering Canada from the United 

States. In many cases such merchandise is 

in direct competition with similar goods 

produced st points in Canada." 

I might say, however, that in any equalization 
of class rates as a result of the pending general freight 
rates investigation,it is quite likely that this 
perticulsr matter may be adjusted by applying the new 
equalized distributing class rate scale, that is, to and 
from the international boundary in Cansde. 

Q. Now, Page 106 of the Submission refers, about 
the middle of the page, to Pages 87 and 88 of the 
Appendix showing a comparison of the standard mileage 
class rates applicable in Western Canade to the United 
States Western Trunk Line Zones, 1, 2, 3, and 4 class 
rates for representative distances from 100 to 1,000 
miles. Now, have you any comment to ma:ke on the 
Tables at those pages? 

A. Pages 87 and 88 of the Appendix show the 
first class, third class, and fifth class standard 
prairie mileage rates for distances ranging from 100 
miles to 3 1000 miles 3s compared with the class 


rates in adjacent United States territory. The Prairie 
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standard rates shown in these Tables sre those prior 
to the interim increase of 8 per cent effective October 
11, 1949. 

Q. That is because the Appendix wes apparently 
made up dated lst October, 1949? 

A. Yes, sir. 

Q. Now, I notice thet on the two pages in the 
Appendix to which you have just referred, there are four 
zones in the Western Trunk lines territory all with 
different scales of rates. Have you got a map which 
might help the Commissi on in understanding those Tables? 

nS Yes, sir. 

os Theat will be Exhibit 156 -- 


EXHIBIT NO. 156: Filed by Mr. : Map Showing Different Scales 
Carson. : of Rates for Four Zones in 
: Western Trunk Lines Territory 
in United States. 


(Psge 15106 follows) 
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Q. Now then, with the map before us, Mr. Jefferson, 
what did you want to say? 

A. I should like to say first of all that the rates 
that are referred to on pages 87 and 88 of the Appendix 
are those in western trunk line territory where you see 
the dividing lines for Zone 1, Zone 2, Zone 3 and Zone 4. 
The rates in Zone 1 are not, in my opinion, comparable 
with the rates in prairie territory. 

THE CHAIRMAN: You mean they are in excess? 
MR. CARSON: Q. Why are they not comparable? 

A. Because there is one territory is not in any 
way adjacent to prairie territory. 

Q. Yes? 

As In my opinion the proper comparisons are with 
the Zone 2, Zone 3 and Zone 4 rates with the rates in the 
Drala DLrovances , 

Q. In order to understand the significance of the 
comparison will you please tell the Commission how the 
rates are calculated in these zones in the United States? 

A. When traffic moves entirely within the zone 
the rate for that zone shown on the table is applicable. 
When the traffic is moving between zones the rate for 
the mileage within the zone having the lowest rate is 
taken, and there is added to that rate an arbitrary for 
the mileage in the other or higher zone. 

Q. So that if the traffic is moving between any two 
of these American zones shown on the exhibit the rates will 
always be higher for given distances than the rates shown 
for a particular zone on the table at pages 87 and 88 in 
the Appendix? 

Bis Yes, Bir. 


Q. Now, what further comment have you to make on 
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the table at pages 87 and 88? 

Ar. Even if the 8 per cent increase is added to the 
Canadian rates shown on these tables the rates for similar 
distances in the United States are generally higher than 
the prairie standard rates. 

Q. 2ee y Now then, Mr. Jefferson, you have heard 
Mr. Frawley complaining during the course of these hearings 
about the application to agricultural implements of the 
standard mileage rates from the international boundary. 
What have you to say about that? 

A, Well, I have an exhibit which I would like to 
orfer, and “alter It 1s distributed I will explain It. 

MR. CARSON: That will be Exhibit 157. 


EXHIBIT NO. 157 -- Comparison of rates on 
agricultural implements. 


THE WITNESS: This exhibit shows a comparison 
of the rates on agricultural implements from two different 
agricultural implement shipping points in the United States 
namely, Chicago, Illinois, and Moline, Illinois, to 
international boundary points, Noyes, Minnesota, Northgate, 
North Dakota, and Portal, North Dakota, with the 6th class 
standard mileage rate applicable in prairie territory for 
the same distances. 

MR. CARSON: Mr. Covert is not sure whether I 
gave this statement a number. Lt. will. be Exhipit i57. 

THE CHAIRMAN: You are talking of the exhibit now? 

MR. CARSON: Yes, the statement Mr. Jefferson 
has just referred to. 

THE CHAIRMAN: Exhibit 157. 

MR. CARSON: 2. You have been pointing out that 
this statement is a comparison of the rate from two large 

implement 
agricultural/shipping points in the United States to 


certain international boundary points shown on the statement? 
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A. 286, BLP, 

Q. With the 6th class standard mileage rate 
applicable in prairie territory for the same distances. 
Mr. Jefferson, you have heard Mr. Frawley complaining 
during these hearings about the application to agricultural 
implements of standard mileage rates from the international 
boundary to prairie destinations. What do you say about 
that? 

1 Well, it will be seen from this exhibit that 
the rates on agricultural implements from Chicago and 
Moline to the international boundary points shown are 
in every instance substantially higher than the 6th class 
prairie standard mileage rates for the distances shown. 

Q. Just explain these examples, please? 

Awe Take first the example on Exhibit 157 from 
Chicago to Noyes, Minnesota, a distance of 774 miles. 

The rate on agricultural implements is $1.50 per 100 
pounds while the 6th class prairie standard mileage rate 
for 774 miles is $1,25. 

Q. xes? 

A. That is, the rate on agricultural implements 
from Chicago to Noyes is 25 cents higher than the standard 
mileage rate for the same distance. 

Q. For the same distance in Canada? 

A. Yes, sir, from Moline, Illinois, to Noyes, 

681 miles, the rate on agricultural implements is $1.42 
while the 6th class prairie standard mileage rate for 

681 miles is only $1.18. Take the two examples through 
the Portal gateway. From Chicago to Portal, North 
Dakota, for 955 miles the rate on agricultural implemenets 
is $1.79 while the 6th class prairie standard mileage rate 
for 955 miles is $1.48. In the case of a shipment from 


Moline, Illinois, to Portal, North Dakota, 861 miles, the 
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agricultural implement rate is $1.70 while the 6th class 
prairie standard mileage rate for 861 miles is $1.36. 

Q. Mr, Jefferson, these 6th class prairie standard 
mileage rates shown in Exhibit 157, do they reflect the 
8 per cent increase that was authorized last September? 

A. Yes, siv,..they.do, 

COMMISSIONER ANGUS: Q. I suppose the American 
rates are in American dollars? 

Ay Yes, sir, but you understand, Professor Angus, 
if a shipment of agricultural implements moves from, we 
will say, Chicago to Saskatoon on a through bill of lading 
you charge the rate from Chicago to the boundary and from 
the boundary to Saskatoon. The freight charges are 
collected in Saskatoon in Canadian dollars plus 6 per cent 
surcharge, I believe that is the surcharge to-day. 

Yes, that is right. 
THE CHAIRMAN: Q. Is it not 10 per cent now? 

A. The exchange is 10 per cent but the surcharge on 
international traffic is 60 per cent of the rate of 
exchange. 

MR. EVANS: Q. You might tell the Commission 
how that is arrived at, why you take 60 per cent? 

A. Why 60 per cent? 

Q. Yea? 

A. ‘i surcharge rate of 60 per cent of the rate 
of exchange is a percentage which was agreed to some years 
ago;by taking all of the international traffic moving 
between Canada and the United States and excluding coal 
and coke it was found that the United States charges were 
60 per cent and the Canadian charges were 40 per cent. 

Had coal and coke been included the exchange surcharge 


would have required to have been 75 per cent of the rate 
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of exchange, but they took coal and coke out and arrived 

at 60 per cent of the rate of exchange, and on coal and 
coke the charges on that traffic are handled in a different 
manner than the other traffic. 

MR. CARSON: Q. Now, Mr, Jefferson, coming next 
to the subject of the Crows Nest Pass rates on grain and 
grain products, the Canadian Pacific submission is set out 
at pages 151 to 189 of Part 1, and in paragraphs 80 and 81 
of the outline submission. 

THE CHAIRMAN: Would you please repeat the 
page numbers? 

MR. CARSON: Pages 151 to 189 of Part 1 and 
paragraphs 80 and 81 of the outline submission. The 
outline submissions are repeated on pages 151. 

Q. Would you please tell the Commission, Mr, 
Jefferson, something about the application of these rates 
on grain and grain products? 

A. The Crows Nest Pass rates on grain and grain 
products apply (a) on grain and grain products shipped 
from points in the prairie provinces to the lakehead, 

Fort William, Port Arthur and West Fort William. 

Q. wes’ 

A. (bo) The rates also apply to Fort William, Port 
Arthur, West Fort William and Armstrong in making through 
rates to points in eastern Canada, eastern United States, 
also St. Lawrence and Atlantic seaboard ports for export; 
(c) the rates are also applied as maxima on local movements 
within the prairie provinces when such movements are in 
the direzt line between point of shipment and Fort William 
and Armstrong. 


Q. Yes? 
A. (a4) The Crows Nest scale of rates applies on 
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grain and grain products from points in the prairie 
provinces to Vancouver, New Westminster, Victoria and 
Prince Rupert for export except that, on movements via 
the Canadian Pacific the actual mileage from point of 
origin is increased by the difference between the 
Canadian National mileage, Edmonton to Vancouver, and 
the Canadian Pacific mileage, Calgary to Vancouver, 
of 124 miles. 

Q. One hundred and twenty-four miles represents 
the adifference? 

A. Yes, sir. 

Q. Have you a map to show the lines of the Canadian 
Pacific Railway, prairie and Pacific regions, in 1897 
compared with the lines that are in existence to-day? 


A. Yea, sin. 
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A. Yes, sir, 


Q. That will be Exhibit 158, 


EXHIBIT No, 158: Filed by : Map entitled 
Mr. Carson: Canadian Pacific 

: Railway Prairie 

: and Pacific Regions, 

; showing western 
Canadian mileage 
operated in 1897 
: and in 1949, 


MR. CARSON: Q. Would you explain the 
Significance of the colours on this map? 

A. Coloured in black are shown the lines of the 
Canadian Pacific Railway at the time of the passing 
of the Crows Nest Pass Act in 1897. 

Coloured in red are shown the additional 
lines of the Canadian Pacific which are in operation 
today. 

Q@. Yes, Those black lines extend from Vancouver 
to Port Arthur or Fort William? 
Bar otOh, Sir. 

Coloured in green are shown tne lines of the 

Canadian National Railways in operation today. 
Q. Yes? 

A. Coloured in yellow are shown the lines of 
the Northern Alberta Railways in operation today, 
Q. Those all spring out from Edmonton? 

Be 4 2685 (9L Re 

It is considered that this map would be 

useful to the Commission because 3 shows, at a glance, 


n 
the extent to which the territory/ the prairie provinces 


from which the Crows Nest rates apply has been expanded 
by statute and by decisions of the Board of Transport 
Commissioners since the Act was passed in 1897. 


Ge aa? 
A. This can readily be seen by a comparison of 
the black lines with the yellow, green and red lines. 
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Q. What about the mileage? 

A, I would like to draw the Commission's attention 
to the fact that the mileage of railway operated by the 
Canadian Pecific in Western Cenada in 1897 was only 
3,710 miles; while today it 1s 11,243 miles, or more 
than three times the mileage of 1897, 

Q. What about the Canadian National Railways? 

A, In addition, the mileage operated by the 
Canadian National in Western Canada is 11,467 miles; 
and that of the Northern Alberta Railways is 928 miles. 

Q. And those mileages are shown in the legend, 

On the right-hand side of the map? 

Pos alOS.) Bit. 

Q. Have you any information showing the grain 
crops in the Prairie Provinces in 1898 as compared with 
recent years? 

MR. FRAWLEY: Before we leave the subject of 
the railways, the line from Regina to Prince Rupert is 
operated by the Canadian National Railways today, I 
think, nevertheless there is a black line on this map 
from Regina to Prince Rupert through Saskatoon. 

Perhaps there is a simple explanation for it which 
Mr, Jefferson might give us, 

THE WITNESS: The line from Regina to Prince 
Albert in 1897 through Seskatoon, where the black line 
4s shown on Exhibit 158, was, at that time, owned and 
operated by the Canadian Pacific; but today that line 
is owned and operated by the Canadian National. It 
was sold, as I understand it, by the Canadian Pacific 
to the Cenadian Northern Railways mény years 4go. 

MR, CARSON: Does that clear the matter up 
for you, Mr, Frawley? 


MR. FRAWLEY: Yes, thank you. 
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MR. CARSON: Q. Have you any information 
showing the grain crop in the Prairie Provinces in 1898 
compared to recent years? 

Bs ie ttB,, SAP, 

Q. And is it in the form of a statement? 

A» « Yos,, sir. 

MR. CARSON: The statement will be Exhibit 159. 

EXHIBIT No. 159: Filed by : Statement entitled 
Mr. Carson: Canadian Pacific 
: Railway Company, 
: Grain Crop, 
: Prairte Provinces, 
: Years 1898, 1946, 
: 1947 and 1948. 

MR. CARSON: Q. What does Exhibit 159 show? 

A. Exhibit 159 shows the grain crop in the Prairie 
Provinces during the crop years of 1898, 1946, 1947 and 
1948. The exhibit was prepared to indicate the growth 
in the grain traffic to which the Crows Nest Pass rates 
now apply as compared with 1898. 

COMMISSIONER INNIS: @Q. You have no way of -- 
or you would not care to say how far those Crows Nest 
Pass rates have been responsible for the growth? 

Bal Mids iad’. 

COMMISSIONER ANGUS: Q. Was it one of their 
objects to stimulate that growth? 

A. It may have been at that time, yes, sir; but 
in later years the rates have become lower than the 
Crows Nest rates. 

COMMISSIONER INNIS: @Q. You would not care 
to say whether it had been overstimulated? 

MR. CARSON: Q. Dr. Innis wants to know if 
you would care to say whether this growth had been 


overstimulated by the Crows Nest rates? I am reminded 


that we are going to have an economist who will deal 


with that sort of subject. 
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COMMISSIONER INNIS: I would like to have 
Mr. Jefferson's views. 

A. In my opinion grain and grain products in 
Western Canada would have grown; they would have become 
very much larger, even though the rates had not been 
reduced 3 cents per 100 pounds in 1897. 

-Q. You do not think that grain is being grown 
where it ought not to be grown because of cheap rates? 

Ave Noy cei ry 

MR. CARSON: Q. Are there any of these figures 
to which you would like to draw attention; or do they 
pretty well speak for themselves? I think they do. 

Mat Yee pir. 

Q. I would like you to read, starting at the 
bottom of page 151 and ending with the first paragraph 
at the top of page 153 of the Canadian Pacific submission. 

A The Railway Act requires that freight rates 

be just and reasonable and this means not only that 

they be just and reasonable to shippers as a whole, 
but also to all groups of shippers as well as to 
the railways." 

THE CHAIRMAN: What is the meaning of that 
phrase "just and reasonable"? Has a meaning ever been 
given to it apart from the question of discrimination? 
Is there an abstract "just and reasonable" measure of 
rates? 

MR. CARSON: Some of the authorities have 
said that it must be just and reasonable to the railways 
as well as just and reasonable to the shippers. 

MR. EVANS: I do not think there ever has been 
any precise definition. I think the definition of 


reasonableness of the rates depends on various things 


which have bees put forward to the Board. I do not 
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think it hrs ever been precisely defined. Itis a 
matter of judgment for the Board after hearing com-= 
parisons and many other things, of rates in different 
parts of the country. 

THE CHAIRMAN: So far the question appears 
to have been confined to cases where some complaint of 
discrimination has been made, but not in the abstract. 
Has that question ever been discussed and decided, 
whether rates are, in themselves, just and reasonable? 
I say, regardless of discrimination against localities? 

MR, EVANS: Oh, yes. 

THE CHAIRMAN: What sort of cases have you 
on that point? 

MR. EVANS: I have not got any cases that I 
know of, but presumably there must have been a large 
number of cases. 

THE CHAIRMAN: I would imagine from the 
railways! point of view they would say that a rate must 
provide a certain compensation for their cost, while 
from the shippers' point of view, is there any standard 
which has been applied? 

MR. EVANS: There was one case in connection 
with the Alaska railways to which I can refer your 
lordship; and there is another case with respect to 
the scale of rates on and off the Alberta railways. 
Perhaps Mr. Frawley would know better about it. I 
believe they raised comparisons as to whether the rates 
were compensatory. I do not think the Board has ever 
precisely defined the term. 

THE CHAIRMAN: In so far as any case has 
been decided, we would like to have the references, 
because I have not yet run across anything which says: 


Here is a rate which is just and reasonable to the 
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shipper and to the railway. I wonder if Mr, Frawley 
has any material on that point? 

MR. FRAWLEY: At the moment, my lord, I have 
nothing to add to it. Itisa very illusory sort of 
thing. That is the conclusion I came to after reading 
all the cases, 

COMMISSIONER INNIS: It is something which 
is always decided in a negative sense? 

MR, EVANS: I would think so. 

COMMISSIONER INNIS: There are no positive -- 

THE CHAIRMAN: That is, that a rate is not 
unreasonable. 

MR. EVANS: I do not know if I would go that 
far. I shall look up the cases and give you all I can. 
But it is one thing which cannot be precisely defined. 

THE CHAIRMAN: If you could find anything 
which would serve as a definition to proceed with, it 
would be very helpful. 

MR. CARSON: Q. Now, Mr. Jefferson, would 
you kindly continue with the reading of that part of 
the brief or submission? 

A. "The vesting of jurisdiction in the Board in 
connection with grain and flour is necessary in 
order that rates may be just and reasonable rates 


for other kinds of traffic. This is so because 


if the grain rates are deficient the rates on the 
other craffic must be forced to a higher level 
than otherwise would be justified. 

To remove from the jurisdiction of the Board 
a large segment of a rate structure which the 
Board is charged with controlling is clearly wrong 


in principle and detrimental to sound rate making 


and to the efficient operation of a railway 


42 
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undertaking. This has been recognized in the 
United States where a statutory reduction in the 
general level of rates for moving Government 
traffic was repealed in 1945. The so-called 
'Land Grant Rates' were deleted from the United 
States Transportation Act by Public Lew 256 - 
79th Congress - Chapter 573 - 1st Session, 

H, R. 694, 

Canadian Pacific submits that a recommendation 
should be made that Section 325(5) of the Railway 
Act be amended by striking out the following 
proviso: 

', . . Provided that, notwithstanding anything 

in this subsection contained, rates on grain 

and flour shall, on and from the twenty=-seventh 
day of June, one thousand nine hundred and 
twenty-five, be governed by the provisions of 
the agreement made pursuant to chapter five 

of the Statutes of Canada 1897, but such rates 

shall apply to all such traffic moving from 

all points on all lines of railway west of 

Fort William to Fort William or Port Arthur 

over all lines now or hereafter constructed 

by any company subject to the jurisdiction 

of Perliament.' 
and that Section 325(6) of the Railway Act should 
be repealed. 

Section 325(6) of the Railway Act is: 

'The Board shall not excuse any charge 

of unjust discrimination, whether practised 

against shippers, consignees; or localities 

or of undue or unreasonable preference, 


respecting rates on grain and flour, governed 
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by the provisions of Chapter five of the 

Statutes of Canada, 1897, and by the agreement 

made or entered into pursuant thereto within 

the territory in the immediately preceding 
subsection referred to, on the ground that 
such discrimination or preference is 

Justified or required by the said Act or by 

the agreement made or entered into pursuant 

thereto, 1919, c. 68, s. 325; 1925, c. 52, 

sSsaeeuandss 

The effect of such amendments would be to 

place the rates for the movement of grain and 

grain products wholly within the jurisdiction of 
the Board of Transport Commissioners." 

Q. Now, Mr. Jefferson, in the light of your long 
traffic experience, what is your opinion as to whether 
the rates on grain and grain products within Western 
Canada should be made subject to the jurisdiction of 
the Board of Transport Commissioners? 

A. It is my view that certainly on grain, and 
grain products, the rates should be subject to the 
jurisdiction of the Board of Transport Commissioners. 

Q. Why? 

A. Because if they are not subject to the 
jurisdiction of the Board of Transport Commissioners, 
it is not fair to the shippers of other freight. 

Q. Yes? 

COMMISSIONER ANGUS: Can you clear up 4 
point for me, Mr. Carson? Suppose that these two 
changes were made in the Act as recommended; would 
the effect of them be that the Board of Transport 
Commissioners would have to consider whether rates 


on grain should have some special consideration because 
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of the background of the agreement of 1897 and of 
what followed; or would you expect that they would 
automatically be treated just as other rates are 
treated, on the ground that to do otherwise would be 
unfair to other shippers? 
MR. CARSON: I am told by my colleagues 
that there is no doubt whatever that they would be 
subject to the jurisdiction of the Board, and that 
the rates would be fixed regardless of this background. 
COMMISSIONER ANGUS: That no one could 


successfully argue before the Board that because of 
its background some special consideration should be 
given to these rates? 


MR. CARSON: Quite so, yes. 


(Page 15132 follows) 
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-15132- Mr. Jefferson 


MR. CARSON: Mr. Sinclair tells me that that is 
made very clear by the first part of Sub-Section 5, of 
Section 325, which says: 

"Notwithstanding the provisions of Section 

Three of this Act, the powers given to the Board 
under this Act, to fix, determine, and enforce 
just and reasonable rates, and to change and 
alter rates as changing conditions @ cost of 
transportation may from time to time require, 
shall not be limited (that is the power of the 
Board) -- shall not be limited or in any manner 
affected by the provisions of any Act of the 
Perliament of Canada or by any agreement made 

or entered into pursuant thereto, whether general 
in application or special, and relating only 

to any specified railway or railweys, and the 
Boerd shall not excuse any charge of unjust 
discrimination whether practised against shippers, 
consignees, or localities, or of undue or un- 
reasonable preference, on the ground that such 
discrimination or preference is justified or 
required by any agreement made or entered into 

by the Company." 

The power of the Board would appear to be 
unlimited under that Clause. 

COMMISSIONER ANGUS: That is Section 325.5? 

MR. CARSON: 5 and 6. 

THE CHAIRMAN: You would strike out only the 
proviso? 

MR. CARSON: The proviso of 5 and the whole 
of..6. 

THE CHAIRMAN: Don't you siso propose that 


Section 325.6 should be repealed? 
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-15133- Mr. Jefferson 


MR. CARSON: Yes, my lord. That is at the 
bottom of Page 152 thet Mr. Jefferson hss been referring 
to. I was reading from the first part of sub-section 5 
down to the proviso. I think I have just completed 
reading from 5 what we should suggest should remain. 
Then, when you come to the word "provided" we submit 
the deletion should occur. 

THE CHAIRMAN: Then you would repeal 6 entirely? 

MR. CARSON: Repeal 6 entirely, yes, my lord. 

MR. EVANS: It has no value; it only came there 
as a result of the case in the Supreme Court, the finding 
of the Supreme Court. 

COMMISSIONER ANGUS: Well, would not the 
prima facie effect of repealing the clause saying "the 
Board shall not excuse" mean that there is just a 
possibility that the Board might excuse? 

MR. EVANS: Perhaps I can give this explanation 
to this. If you will remember the circumstances under 
which this case went to the Supreme Court -- 

THE CHAIRMAN: Wheat wes that case again? 

MR. EVANS: Thet was the Crow's Nest Pass 
Rate Case in 1925. 

MR. CARSON: Page 155 of 1925 Supreme Court 
Reports. 

THE CHAIRMAN: We have the reference already 
Somewhere. 

MR, EVANS: Would you like something from me 
on the point because I think it points up this sub- 
section 6. The Supreme Court held that the Agreement, 
the Crow's Nest Pastis Agreement applied to stations 
in existence sat the time the Agreement was made and 
did not epply to other stations and the discrimination 


which arose by aprplying the rates to those stations 
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and excluding the retes to the stations thst did not 
exist were excused, es the sub-section puts it, on the 
ground thet it was a statutory discrimination and that 
is the purpose of sub-section 6, to say that "you shall 
not excuse that form of discrimination based on the 
agreement". That is whet sub-section 6 had reference 
to. 

COMMISSIONER ANGUS: My other difficulty is 
this, and it may be just my ignorance in stating it this 
wey, that we can conceive of a rate being just and 
reasonable although it was relatively lower than other 
rates if it had been in a sense prepaid by some 
consideration of value to the railway. Now, is that 
excluded by the legal background or is it something the 
Board may take into considerstion? 

MR. EVANS: That would certainly be my view, 
that with the removal of the proviso in sub-section 5 
end the removal of sub-section 6, you would have left 
merely the first part of sub-section 5, which says: 
"that the Board shall not be bound by any egreement of 
thi®# icing? 

THE CHAIRMAN: Then, the effect of all previous 
agreements on freight rates then would disappear? 

MR. EVANS: Yes, it would leave it entirely 
to the Board. 

MR. MACPHERSON: That is a view, I think, 
that the provinces generally accepted and that is why 
so much opposition wes offered to the railways. 

MR. CARSON: There is 2 passage in our 
Submission that I hawe just found beyond what Mr. 
Jefferson was readingg which I think puts this very 
clearly on Page 155 of the Submission, about the middle 
of the Page. It expMains what led to this Decision 
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in the Supreme Court and perhaps I might read just a little 
bit of this: 

"Throughout, the Canadian Pacific had taken 
the position that the reduced rates provided by 
the Crow's Nest Pass ASreement Were not applicable 
to shipping points which were located on Canadian 
Pacific lines constructed after the date of “he 
Crow's Nest Pass Agreement. The result of this 
wes that there was discrimination between various 
shipping points and various areas of Canada. 

This discrimination would have been unjust under 
the discrimination section of the Reilway Act 

but Canadien Pacific contended that the dis- 
crimination was forced upon it by statute and 

the Crow's Nest Pass level of rates could not 

be taken as a basis for determining whether 

this constituted unjust discrimination prohibited 
by the Railway Act. 

These contentions of Canedian Pacific were 
upheld by the Supreme Court of Canada in Govern- 
ments of Alberta, Saskatchewan and Manitoba v. 
Canadian Pacific Railway Company, 1925, S.C.R. 155}. 

and then there is just a short passage from the Judgment: 

"The rate reductions provided by the 1897 
Agreement were unworkable without adversely af- 
fecting the Canadtian economy end this was re- 
cognized by the Board of Reilway Commissioners 
and by the Supreme Court. Mr. Justice Anglin's 
remarks, found et Page 174 of the sbove Judgment 
are apposite." 


end I quote from th extzrect of his Judgment: 
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"If, under the existing law, unreasonable 
rates must be imposed or unfair discrimination 
Sanctioned, with the resulting chaos and other 
ill effects so graphically portrayed in the 
opinion of Mr. Commissioner Boyce, the remedy 
lies with the High Court of Parliament. By 
amending the existing law it may either itself 
do, or may empower and require its delegate, 
the Board, to do as full and complete justice 


as circumstnces admit. Fortunately parliament 


is presently in session. Whatever remedy, if 

any, it may in its discretion consider necessary 

°© or desirable can be speedily afforded." 

And then the Submission goes on to tell about 

whet was done by way of legislation and about the 
extensions that have been made in these rates since 
that time. 

Now then, Mr. Jefferson, what further comment 
have you to make? You have spoken about the unfair 
treatment to other shippers. 

THE WITNESS: I wes saying that in my 
opinion, all freight rates should be subject to the 
jurisdiction of the Board of Transport Commissioners. 
It is only in this manner that fair treatment can 
reasonably be granted to 811 shippers and for all 
kinds of traffic. 

Q. -. Yes? 

A. The repeal of the statutory provisions of 
the Railway Act respecting rates on grain and grain 
products in Western Cansda, and placing them within 
the jurisdiction of the Board of Transport Commissioners 


would in principle be the same as the action taken by the 
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Congress of the United States in repealing the so-called 
"Land Grant Rates" in thst country and permitting the 
traffic to move at rates within the jurisdiction of the 
Interstate Commerce Commission. 
Q. Now, Mr. Jefferson, I did not read any more 
from the Submission because I was going to esk you, 
this being avery important subject, to read from the 
Brief the historical outline of the Crow's Nest Pass 
Rates commencing at Page 153. 

THE CHAIRMAN: May I put sa question before 

we go on? You refer to "justice to other shippers". 
Theat is shippers of other goods, is it? 

A 4 Yes, sir. 

Q. Now, have we ever been told of any complaint 
by any other body of shippers of other goods sbout the 
preference given to the shipment of grain at these rates? 

MR. SINCLAIR: Yes, there were submissions in 
British Columbia and also during the Commission's sittings 
in Toronto and I think also there is ae reference in the 
submission of the Maritime Transportation Commission dealing 
with the question of the Crow's Nest Pass rates. 

THE CHAIRMAN: I did not have that quite in 
mind, but does any class of shippers in Western Caneda 
apert from Vancouver complain of any preference given 
as against them to the shippers of grain by this statute? 

MR. SINCLAIR: Well, the only thing I can 
Suggest, my lord, that comes to my mind offhand was that 
Mrs. Wade sppeared in Regine and complained sbout the 
high rates on the movement of food stuffs into Saskatchewan. 
Well, of course, our’ position would be that they were 
higher than they would be if the grain +» was bearing a 


fair share of the burden of transportation cost. 
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THE CHAIRMAN: That is an argument. 

MR. SINCLAIR: And I think that everybody 
that complained in the West sbout freight rates snd their 
level must be in some respect complaining that the 
level is too high and overlooking the fact that it is 
as high as it is because of the low level of grain rates. 

MR. MACPHERSON: I am satisfied that that 
would indeed be straining Mrs. Wede's evidence which I 
led in Regina to suggest thet by inference or otherwise 
she would be suggesting the removal of this section of 
the Railway Act. 

MR. COVERT: I think your lordship directed the 
question to find out whether there was any shipper of 
Specific goods who had complained? 

THE CHAIRMAN: That is what I meant. 

MR. COVERT: I think it is sefe to say that 
there has not been, 

THE CHAIRMAN: I asked that as arising out 
of a statement made by Mr. Jefferson. Well, all right, 
we will pass on; I won't go any further. We will have 
811 this put before us later. It does raise a point, 
you see. 

MR. CARSON: As I understand it Mr. Sinclair 
wes saying the Canedian Manufacturers! Association -- 

MR. SINCLAIR: And the Industriel Traffic 
League and the paper people on the Pacific coast. 

THE CHAIRMAN: Then, you will bring all that 
before us at the proper time but I raised it now because 
it is important it should not be overlooked on either 
side. 

MR. SINCLAIR: Oh yes, the Canadian 
Manufacturers! Association, of coursie, had @ complaint 


that covered 2 great many commodities and 3 great deal of 
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Gree tle. 
MR. FRAWLEY: Oh yes, and there was some 
cross-examination there too. 
MR. CARSON: I am sure there is; there always 
Le 
COMMISSIONER ANGUS: If I can ask one question. 
The suggestion here is that the unfairness to other 
traffic would be that it would be called on to make 
up a deficiency. Now, is it arguable that that deficiency 
would be larger if the railways hed not received the 
consideration they did receive when they granted the 
Crow's Nest Pass rates, that is to say, that the users 
of other traffic might not actually be called on under 
present conditions to make up 2 larger percentage than 
they have had to make up? 
MR. CARSON: Would you mind if that guestion 
wes reread, Dr. Angus? Would you read it back please? 
THE REPORTER: "If I can ask one question. 
The suggestion here is that the unfairness to 
other traffic would be that it would be called 
on to make up s deficiency. Now, is it arguable 
that that deficiency would be larger if the 
railways hed not received the consideration they 
did receive when they granted the Crow's Nest 
Pass rates, that is to say, that the users of 
other traffic might not actually be called on: 
under present conditions to make up 2 larger 
percentage than they have had to make up?” 
MR. EVANS: Is your point, sir, that the 
value of the cash grant in some way igs ea continuing 


credit there? 
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COMMISSIONER ANGUS: Yes, my suggestion is 
that supposing that the railways hed not mede this 
agreement and not received any consideration, that the 
revenues that they have to get from their traffic today 
might be larger and therefore whet the rates other than 
grain may be called on to make up might be just es much 
as these special grain rates? 

MR. EVANS: I think my answer to that must be 
fois, that when it comes down to a deficiency, whether you 
in your rate base and take 3 rate of return on it or 
whether you take your requirements, it would make no 
difference today. The problem goes back further than 
thet. It might have been that the condition might heve 
been different throughout the earlier years. I do not 
know what would have happened then. Perhaps the shere- 
holders would have got a higher return from the Canadian 
Pacific at the interval between the time the rates went 
into effect and the time the rates began to go up during 
the first wer but as to now I don't think I can argue 
that :the deficiency would be in any way changed by the 
initial granting of so much cash. 

COMMISSIONER ANGUS: Supposing 2 perticular 
reilway had borrowed whet it received as a grant and 
therefore had that much cash to carry it through. Theat 
is whet I had in mind. 

MR. EVANS: If you are on a rate based on the 
return on investment, the cash which was taken in at 
the time of the agreement, 3s a gratuity if you like, 
or as 3s consideration to the Agreement, would go into 
the property of the railway company presumably and 
would then be reflected in its investment which, for 
purposes of the railway return, would produce a return 


end if you ere on 3a requirement basis, you might or might 
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not reflect it egainst the deficiency you establish 
today, whether your fixed charges would have been bigger 
or whether they had been effected st all by the failure 
to get that additional $3,000,000. 

COMMISSIONER ANGUS: Does that go so far as to 
soy that the amount Ahn cnet of the considerstion 
that: might have been received or was received in 1897 
is irrelevant today? 

MR. EVANS: I would think go,:. yes. 

COMMISSIONER ANGUS: So that even if it had 
been ten times as much, the situation would still be 
the same? 

MR, EVANS: I think so. The position would be 
thet on an investment basis whether you got the money 
as .a gift from a friend of the Company or whether you 
got the money earning it under an agreement es we did 
in this case, it would go into the property investment 
and would produce a return. We presumably gave some 
consideration to that. 

COMMISSIONER INNIS: To turn to another aspect 
of the same problem, I don't know if Dr. Angus hes 
developed it but I suppose it could be said thet the 
Crow's Nest Pass Agreement was in a sense an instrument 
of government planning. Now, would it be fair to say 
that the time has errived when such an instrument of 
government planning should be abandoned or would you 
go further snd say that the Board of Transport Com- 
missioners is now in @ position to take on whatever 
planning elements were involved, that is to say, to 
become 3 sort of planning Boerd? 

MR. EVANS: Well, I would certainly be against 


making the Board eny kind of planning Board becsuse I 
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do not think sufficient organization exists in a 
tribunal of that kind to do a job of planning, but I 
think this question es to whether there is some 
consideration remaining outstanding that ought to be 
compensated for is a matter of argument which I am 
certainly not going to object to facing when I have 
to.:- I am quite prepared to argue it at length. 

THE CHAIRMAN: I think we will take a short 
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MR. CARSON: Q. Now, Mr. Jefferson, in 
order that we may get this subject in its proper 
setting, I was going to ask you to read from the 
Submission commencing on page 153, under the 
heading:-"Historical Outline of the Crow's Nest 
Pass Rates", . 

A. As a result of an agreement between the 
Canadian Pacific and the Dominion of Canada made 

in 1897, there was introduced into certain rail 
movements of grain and grain products a fixed level 
of rates on these commodities. 

In 1897 Parliament passed "An Act to authorize 
a subsidy for a railway through the Crow's Nest Pass" 
(Statutes of Canada 60-61 Vic., Chap. 5). Under that 
Act the Governor-in-Council was authorized to grant 
to the Canadian Pacific a subsidy of $11,000 per 
mile but not exceeding $3,630,000 towards the 
construction of a line of railway from Lethbridge, 
Alta., through the Crow's Nest Pass, to Nelson, B.C. 
The grant was subject to the Company entering into an 
agreement incorporating the conditions outlined in 
the Act. 

Under the agreement of 1897, to earn the grant 
provided by the statute Canadian Pacific entered 
into an agreement under which it assumed certain 
obligations. These obligations were of two types:- 

(1) as to the line of railway, its construction 

and operation; 

(2) as to rates. 

fs to the line of railway, the Company agreed 
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to build it following a certain course and to certain 
Specifications, to complete it within a specified time, 
and, thereafter, to operate it forever properly 
maintained and with adequate rolling stock. 

Under arrangements with the Province of British 
Columbia, Canadian Pacific by building the line of 
railway earned the right to certain lands. The agree- 
ment provided that these lands were to be sold to 
the public at prices approved by the Governor-in- 
Council and that the Company would convey to Canada 
fifty thousand acres of coal-bearing lands. 

The line of railway was built and the Company 
received from the Dominion $3,404,720. 

As to rates, the Company agreed that local rates 
on the line of railway and certain other Canadian 
Pacific lines in British Columbia, and rates to and 
from such lines of railway "shall be first approved 
by the Governor-in-Council or by a Railway Commission" 
when established, and thereafter be subject to 
revision and control by such bodies. This covenant 
on the part of Canadian Pacific was necessary to 
give the Governor-in-Council or to the Board when 
established, jurisdiction over Canadian Pacific 
freight rate levels. 

In 1897 Canadian Pacific, in regard to freight 
rates, was in a differemt position from other rail- 
way companies. Other railway companies had their 
freight rates subject to approval by the Governor- 
in-Council; on the othe r hand, rates on the Canadian 
Pacific were not subjec t to reduction by the 


Governor-in-Council unt il the earnings of the Company 
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exceeded ten percent on the capital investment. 

This was the result of a special provision in the 
Canadian Pacific Charter and subsequent amendments 
to the Railway Act. This relative freedom of rate 
making on lines of the Canadian Pacific must, it is 
submitted, be kept in mind when looking at the other 
covenants as to rates set forth in the 1897 agree- 
ment. 

The other covenants as to rates in the 1897 
agreement were;:- 

(1) to grant in perpetuity varying percentage 
reductions on certain commodities from 
points on Canadian Pacific lines then in 
existence in Eastern Canada to points 
on Canadian Pacific lines then puilt in the 
West; 

(2) to grant in perpetuity a reducticn of three 
cents per hundred pounds on grain and flour 
from points on Canadian Pacific lines then 
existing in the West to Fort William and 
points east thereof. 

The rate reductions provided by the 1897 agree- 
ment or lower rates were in effect until 1918. In that 
year the railways! imperative need for additional 
revenue on account of increased costs of labour and 
materials was recognized by the Dominion Government 
which, by order under the War Measures Act, suspended 
the effect of the Crow's Nest Pass agreement and 
permitted the rates subject to the agreement to be 


increased. This order was applicable until 1919, 
when its effect was continued by an amendment to 
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Section 325 of the Railway Act, incorporated in the 
consolidation of 1919. The suspension of the Crow's 
Nest Pass rates on grain eastbound and the reductions 
on the specified commodities westbound was to be 
effective for a period of three years only. In 1922, 
pursuant to a statute the Governor-in-Council extended 
the suspension of the westbound rates under the Crow's 
Nest Pass agreement but reinstated the Crow's Nest 
Pass rates on grain. By further orders in 1923 and 
1924 the Governor-in-Council again extended the sus- 
pension of the westbound rates. 

Throughout, the Canadian Pacific had taken the 
position that the reduced rates provided by the Crow's 
Nest Pass agreement were not applicable to shipping 
points which were located on Canadian Pacific lines 
constructed after the date of the Crow's Nest Pass 
agreement. The result of this was that there was 
discrimination between various shipping points and 
various areas of Canada. This discrimination would 
have been unjust under the discrimination section 
of the Railway Act but Canadian Pacific contended that 
the discrimination was forced upon it by statute 
and the Crow's Nest Pass level of rates could not be 
taken as a basis for determining whether this consti- 
tuted unjust discrimination prohibited by the Rail- 
way Act. 

These contentions of Canadian Pacific were upheld 
by the Supreme Court of Canada in Governments of 


Alberta, Saskatchewan and Manitoba v. Canadian Pacific 


Railway Company, 1925, S.C.R. 155. 


(Page 15145 follows) 
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The rate reductions provided by the 1897 agreement 
were unworkable without adversely affecting the Canadian 
economy and this was recognized by the Board of Railway 
Commissioners and by the Supreme Ceaurt. Mr. Justice 
Anglin's remarks, found at page 174 of the above judgment 
are apposite: 

"If, under the existing law, unreasonable rates 
must be imposed or unfair discrimination sanctioned, 
with the resulting chaos and other ill effects so 
graphically portrayed in the opinion of Mr. 
Commissioner Boyce, the remedy lies with the 
High Court of Parliament. By amending the existing 
law it may either itself do, or may empower and 
require its delegate, the Board, to do as full 
and complete justice as scircumstances admit. 
Fortunately Parliament is presently in session, 
Whatever remedy, if any, it may in its discretion 
consider necessary or desirable can be speedily 
afforded," 

In 1925, after the decision of the Supreme 

Court, Parliament did take action. Section 325(5) of 
the Railway Act 1919 was repealed and the present 
Sections 325(5) and (6) of the Railway Act 1927 were 
enacted !&=" (8:0. 1925)" 15-16 Geo. V., chapter 52.) 

Under the amendments made in 1925, special 
acts or agreements were not in any way to affect the power 
of the Board to fix just and reasonable rates and to 
change and alter rates as changing conditions or cost 
of transportation required; except that grain and flour 
from all points on all lines of railway west of Fort 
William to Fort William or Port Arthur were to be at 


the level fixed under the agreement of 1897. Moreover, 
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the agreement of 1897 fixing rates on grain and flour 
could not be used to justify unjust discrimination or 
undue or unreasonable preference respecting grain movements, 
As a result of the statute of 1925, railways 
other than Canadian Pacific which had found it necessary 
in many cases for competitive reasons to apply the 
Crows Nest rates, became bound to apply them not only 
from competitive points but from all points. It 
followed also that Canadian Pacific, which had been com- 
pelled to apply such rates only from shipping points 
existing at the date of the 1897 agreement, had to apply 
such rates from all: points. Moreover, at the time the 
agreement was executed, rates from shipping points on 
branch lines were often at a higher level than from points 
of an equal distance but located on the main line. These 
branch line points complained that their rates under this 
System were unreasonable and unjust and that their rates 
for the movement of grain and flour should be on the 
same basis, mile for mile, as main line rates. 
The matter was considered by the Board in the 

General Freight Rates Investigation of 1927 and by its 
General Order No. 448, among other things, it ordered: 

de Us That the rates on grain and flour from all 

points on Canadian Pacific branch lines west of 

Fort William to Fort William, Port Arthur and 

Westfort be equalized to the present Canadian 

Pacific main line basis of rates of equivalent 

mileage groupings (the rates governed by the | 

Crows Nest ass agreement not to be exceeded); 

that the Canadian Pacific Railway Company publish 

rates in accordance with the above direction, and 


that all other railway companies adjust their rates 
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on grain and flour to Fort William, Port Arthur, 
Westfort and Armstrong to the rates so put into 
effect by the Canadian Pacific Railway Company, 
such changes to become effective on the twelfth 
day of September, 1927." 

The effect of this order, which was applicable 
to all railways, was to reduce rates on grain and flour 
from certain points below the level existing under the 
Crows Nest Pass agreement. 

The final result is that the eastbound rates 
on grain and flour are still 3¢ below the level established 
in 1897 with certain exceptions where the rates are more 
than 3¢ below that level because of the operation of 
the order of the Board above referred to. These rates 
now are applicable on grain and flour on the same basis, 
mile for mile, on main lines or branch lines from all 
points on all lines of railway west of Fort William to 
Fort William and Port Arthur, 

A further effect of the 1925 statute was that 
in 1927 the Board ordered a- reduction on grain and flour 
moving through Pacific Coast ports for export to the 
Crows Nest Pass level. 

THE CHAIRMAN: Perhaps this has been explained 
before, but if not I should like to hear something about 
it now. I refer to the paragraph on page 157 which 
reads: 

"The effect of this Order, which was applicable 

to all railways, was to reduce rates on grain and 
flour from certain points below the level existing under 
the Crows Nest Pass agreement." 

MR. EVANS: I think Mr. Jefferson can explain 


that. IT have had it explained to me. It is rather 


complicated. 
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MR. CARSON: Q. The Chairman is asking about 
this paragraph, 

A. That has reference to branch line points which 
at the time the agreement was passed were higher than the 
main line rates distance considered to Fort William, and 
when the reduction of 3 cents was made the reduction was 
made from the rates as they were in the tariffs at that 
time. 

THE CHAIRMAN: Q. That is to say, the reductions 
were not referable back to anything existing in 1897 
because these lines did not exist then? 

A. No. What I mean is this. We will say here 
is a main line and here is a branch coming down to the 
Main Wane’, Now we will say the rate from that point 
to Fort William was 20 cents. 

Q. Yes? 

A‘ And the rate from that point, the same distance, 
to Fort William, but being a branch line, was 21 cents. 
When the Crows Nest Pass Act was passed the 20 cent rate 
and the 21 cent rate were both reduced 3 cents, but under 
the 1927 order of the Board of Railway Commissioners the 
21 cent rate had to come down to 20 cents, or perhaps 
to explain it a little more clearly, if this rate was 
20 cents before the Act it came down to 17 cents, and if 
the rate was 21 cents before the Act was passed it came 
down to 18 cents, but after the 1927 order of the Board 
the 18 cents had to come down to 17 cents which was a 
reduction of 4 cents below the rate in effect in 1897. 

MR. CARSON: That is what the paragraph means 
that the Chairman was asking about. 
THE CHAIRMAN: These es lines that you are 


dealing with were in existence in 1897? 
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THE WITNESS: Yes, sir. 

This arose from the fact that prior to 1927 
ae complaints were made by British Columbia interests 
that the westbound rates on grain and grain products were 
unfair to British Columbia. They proposed that the Crows 
Nest rates be established from prairie points westbound 
to Pacific coast ports. The Board, after a hearing, 
ordered that the Crows Nest rates be applied on grain 
and flour to British Columbia coast ports for export. 
This order was reviewed by the Board in the General 
Freight Rates Investigation and by Order No. 448 of 
26th August, 1927, among other things, it was ordered: 

"2, That the rates on grain and flour from 
prairie points to Vancouver and Prince Rupert 
for export shall be on the same basis as the 
rates to Fort William, but in computing such 
rates, the distance from Calgary to Vancouver 
via the Canadian Pacific Railway shall be 
assumed to be the same as from Edmonton to 
Vancouver via the Canadian National Railways, 
namely, 766 miles." 

It should be noted that while the Crows Nest Pass 
agreement and the statute of 1925 dealt with grain and 
flour, the Crows Nest Pass rates extend to commodities 
other than grain and flour. The commodities covered 
or affected by Crows Nest Pass rates are generally 
described as grain and grain products and will be found 
in Canadian Pacific Tariff W 819, C.T.C. No. W 3810. 
For example, bran and middlings are not grain and may 
not be flour but they receive the benefit of the Crows 
Nest Pass rates. The residuum of grain in brewing 


and distilling known as brewers! and distillers' dried 
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grain also receives the benefit of the Crows Nest Pass 
rates. The last mentioned commodities are really a 
dry mash. 

It is thus apparent that the railways, whether 
technically required to do so or not, have in the past 
felt that it would be difficult to justify charging a 
higher rate on a by-product of the milling process of 
grain than on its most valuable product, flour. This 
was also true of the by-products of the brewing and 
distilling industry used for livestock feed in competition 
with bran and middlings which are by-products of the 
Ma PAE. OL 7 LOUr. For similar reasons, as new feed 
products have been developed, such products as beet pulp 
residue used for live stock feeding have also secured the 
benefit of the Crows Nest Pass level of rates. 

In 1948 the Board refused to apply the 21 per 
cent increase to domestic grain rates within Western 
Canada because in the Board's view this would have made 
too great a spread between domestic rates and Crows Nest 
Pass rates. 

It is thus apparent that the effect of 
statutory rates such as vhose on grain and flour is to 
extend the benefit of them beyond the intention of the 
statute, This is not the least of the matters which, in 
the submission of the Canadian Pacific, justifies the 
restoration of these rates to the jurisdiction of the 
Board and a careful consideration by that Board as to the 
problems to which such rates give rise. 

COMMISSIONER INNIS: Does "restoration" mean 
return? 

MR. CARSON: When you say "justifies the restora- 


tion of these rates" I think you mean justifies the 


return? 
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MR. EVANS: Technically it is inaccurate because 
there was no Board at the time the statute was passed. 
That is one of the things we are guilty of in the rush 
with this brief. 

THE WITNESS: We thus find that an agreement to 
apply the Crows Nest rates had effects far beyond the 
contemplation of the parties at the time the agreement 
was made, in the following respects: 

(a) It was found impracticable to limit the 
application of these rates to the points covered by the 
agreement; 

(b) It was found impossible to limit their 
application to the Canadian Pacific and, in consequence, 
railways not parties to the agreement were forced to 
apply these rates; 

(c) The Board, on a complaint from British Columbia, 
found the difference between eastbound grain rates and 
the rates on grain through British Columbia ports for 
export unjustified. Accordingly the level of rates 
fixed by the agreement was extended in a way which the 
parties to the agreement never contemplated; 

(d) The railways found that although the agreement 
covered only grain and flour, it was not practicable to 
deny the extension of these rates to by-products of the 
milling of grain and of other competing products; 

(e) The effect of the statutory fixing of rates 
on grain and flour has been reflected by order of the 
Board in the domestic grain rates in Western Canada. 

MR. CARSON: Q. That is in 1948? 

A. Yes, sir. 

It is abundantly clear that the agreement, in so 


far as it related to freight rates, proved to be wholly 


unworkable. 
(Page 15156 follows) 
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"In the view of the Supreme Court of Canada it 
produced 'chaos and other ill effects that coulda only 
be remedied by Parliament.'! It is perfectly clear 
that the Crow's Nest Agreement, as interpreted by 
the Supreme Court of Canada, affords no justifica- 
tion for the rates that were imposed by the 1925 
amendment and the other rates that have of necessity 
ay brought into line with the Crow's Nest Pass 
rates. 

Canadian Pacific wishes to emphasize that in 
advocating the repeal of the provisions of the 
Railway Act relating to the rates on grain and 
flour, it cannot be accused of seeking merely to 
avoid a contractual obligation. Rather the 
question is whether the burden of the original 
obligation having been transferred to others, not 
parties to the Agreement, those others are to be 
required to continue to carry that burden. 

Canadian Pacific also points out that it 
received less than three and one-half million dollars 
under the terms of the Crow's Nest Pass Agreement. 
The reduction in grain rates between 1897 and 1903, 
when the Canadian Pacific became subject to regula- 
tion of its rates by the Board, was borne wholly 
by the Canadian Pacific and was not in any sense 
borne by other shippers. This was because until 
1903 the Company was permitted by statute to have 
net earnings up to ten per cent of its capital 
investment without interferegce by the Governor- 
tn-Council with the level of its rates and also 
because in that period it never at any time reached 
that level of earning power." 


THRE CHAIRMAN: Pardon me. At about the middle 
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of that paragraph you said: 
", « » When the Canadian Pacific became subject 
to regulation of its rates by the Board, was 
borne wholly by the Canadian Pecific and was not 
in any sense borne by other shippers." 

You mean, I suppose, carriers? 

MR. EVANS: It could not be passed on, 

THE CHAIRMAN: To “other shippers"? 

MR. EVANS: I do not think we are attempting 
to distinguish between shippers and consumers, if that 
is what you have in mind. 

THE CHAIRMAN: I wanted to make sure just 
what you have in mind. 

THE WITNESS: It means that it was not borne 
by the public. 

THE CHAIRMAN: I see, now. 

COMMISSIONER INNIS: You could have said, 
"other shippers". 

THE CHAIRMAN: Yes, shippers of other com- 
modities. I see. 

THE WITNESS: "Between 1903 and at least 

1917, when the first general increase in rates 
was effective, the reduction brought about by 
the Crow's Nest Pass Agreement was probably in 
a large part borne by the Canadian Pacific be- 
cause it did not during those years receive net 
earnings which in any way could be considered 4 
maximum level of earning power, nor did it 

obtain any general increase in its rates. 

During the war years the railways were 

permitted to increase all rates including the 
rates on grain and grain products. After 1922, 


however, When the Crow's Nest Pass rates were 
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restored, the probability is that the greater 

burden imposed by the low level of these rates has 

fallen upon shippers and consignees of other traffic. 

That the burden of the low level of grain rates 

at present rests mainly upon the shippers and 

consignees of other than grain traffic can be 
demonstrated by reference to the Board's Judgment 
in the 21% Case. At page 66 of the Judgment 

(XXXVIII J.0.R. & R.) the Board found the deficiency 

in revenue of the Canadian Pacific at something more 

than thirty million dollars. This additional 
revenue had to be derived by an increase in rates 
on traffic having a revenue value to the Canadian 

Pacific of slightly more than $137,000,000 and the 

resulting increase was therefore 21%. If it had 

been applied also to grain traffic the increase 
would “Ave been applied to a total of approximately 
$170,000,000 of traffic and the resulting increase 

would have been only about 18% instead of the 21% 

allowed by the Board on the formula it adopted." 

MR, CARSON: @. Now, I want to bring you back 
to this question: What commodities were included in the 
Crow's Nest Pass agreement of 1897? 

A, Grain and flour. 

Q@. What commodities were included in the grain 
tariff publishing the official reduction in grain rates 
effective the lst of September, 1899? 

A. Grain, flour, oatmeal and milistuffs. 

Q. What commodities are today afforded the benefit 
of Crow's Nest Pass rates from Prairie points eastbound 
to Fort William and Port Arthur? Have you got any 
statement showing that? 


A. Yes, sir, I have an exhibit containing the 
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information, 
MR, CARSON: That will be Exhibit 160. 
EXHIBIT No. 160: Filed by : Canadian Pacific 
Mr. Carson: Railway Company - 
: List of Commodities 
: contained in Can- 
; adian Pacific Raile 
: way tariff No. W-819, 
: We ke Oe No. W.3810 = 
: @pplicable from 
: points in the Prairie 
: Provinces to Fort 
: William and Port 
; Arthur, Ont., etc, 
MR. CARSON: Q. This Exhibit 160 is headed, 

"List of Commodities contained in Canadian 

Pacific Reilway Tariff No. W-819, C.T.C. No.W.3810 = 

applicable from points in the Prairie Provinces 

to Fort William and Port Arthur, Ontario, subject 

to Crow's Nest Pass rates. 

A. Yes, sir. The tariff reference since that 
was made 1p on the lst of December, 1949, is now 
C.F .-W-819-A, 

Q, That ts, in place of? 

A. In place of Canadian Pacific Railway tariff 
No. W-819; and in addition, the C.T.C. tariff is now 
No. W-4035 instead of W-3810. The tariff has been 
reissued since this exhibit was prepared. 

Q. I notice that the exhibit contains an 
asterisk in front of most commodities. What is the 
significance of the asterisk? 

A. The asterisk denotes the commodities 
to which the Crow's Nest Pass rates have been applied 
since the agreement was made in 1897. 

Q. Yes; and are there any commodity mileage 
rates On grain and grain products higher than the 
Crow's Nest rates? 


A. Yes, sir, and I have an exhibit. 


Tae cit 


¢ 
s] 


‘i, ; 


re a yes ae ne aot = 
oor didheat ee ct got 0 | 


ars 


ee es eh 
| titer? aetnanad s qd bere. 1 

~ verge’! at pasareh oa DTT 
Bote Thome’ o tef2  . } sak 


1. 9ned @2 dentatace 1 roe! 

oe Lint eiteoot eaatba + 2% 

BBW 08 Visas yew go % ae. 

- OFS, w yO ako 2 : 
uoT of idles t face : ; 

eh ot ead wit atafog 3 

) o}tof- oF wenn kvows 4%. " 
ig5% hee gerrirw xy 

95S, TAD. ptasrea sy , 


Lbebeedt af Of Siditsd ee oy) piano A ae i eee 
weifarccD rt Sen pedeos wetd showed 19 send 


OIBC, Woot 0.7.9 eth . ot Ribas gawtten stilosd |; 7 


BeomivOTl wittery edd al stwlog govt eidaotiqga ° are 
foubdve ,oteata®  aurlied $107 Bae weLILIW dood of a 
~Aoten arat tae e'wortd og | 7 


tmetih “tore ty eoneta toy Vipisd ant? ats eet eh 
Wort pL ~BHOP  radgec of Ac. tal ef? mo ar eban eav - ip 
| | r AwO{RaWe, T.9 

SYe goata at ct fan? -.2 
Viva? vavllon opted maibane. ‘ln soaig: aI) «A 
Wort at TPE a 12.7.0 oft peotdt iba ef pew .efhew Ou . 


aed amt Tiber eat  JOLSE«¥ to beats SH OK. - 


«f \e 7 » 6 
Hetegetd say J itindee sidt eonle heusalter- ph 
1a tntatnes ¢féedee add Pade aptdang FT “ell 

: as J hd 
‘ att af 2eff ,selaisopmas teog to gckt “boleltates 


tirttates ocd! "bp espinal 2egiia, é 
a) 


: & & q - “ on dif wht ot ~ 
aehiihcutos age - getoreb ve Deter oat ; ay ’ 
heliqge reset ever! aetes aeat 2aek at ¢ worthy donde od 
: : 7, = é Pi - 


«VERT al obem eo tHeneotRe aed wonte ~ 
 -oMelia vitbamenes wae evatd ova fas ‘tek oe - 
; as ‘eral 
cr! aut? tatght efoubowd atara bes ohm baa 
“@ = 
ay, ie 
Sales 


a til a2 ever 7 nas xe a 


ao 


- 15160 - Mr. Jefferson, in ch 


Q. You have an exhibit to show that? 
A. Yes, sir. 


MR, CARSON: This will be Exhibit No. 161. 


EXHIBIT No. 161: Filed by : Statement entitled 
Mr, Carson: Canadian Pacific Rail- 

: way Company - State- 
ment Showing Comparison 
: of Commodity Mileage 
: Rates on Grain and 
: Grain Products in 
: Prairie Territory with 
: Ontario-Quebec 
: Territory. 


eee 


MR. FRAWLEY: It seems very strange, my lord, 
that this afternoon for the first time the Canadian 
Pacific has decided not to distribute its exhibits in 
the way they have always been distributed heretofore. 
There is plenty of staff. We have always been courteous. 
But today, for some reason or other, my friends of the 
Canadian Pacific simply thrust all their exhibits for 
provincial counsel on my desk, necessitating my friends 
of the provinces coming up to my desk and having to 
ferret around for their exhibits. 

It may be just a small matter, but it seems 
@ pity that the Canadian Pacific, with all its resources, 
could not extend to us that courtesy which was adopted 
by us from the very beginning of these proceedings. 

MR. EVANS: I do not think there is any 
intention of discourtesy. 

MR. FRAWLEY: Maybe not, but it seems to 
approach it. 

MR. EVANS: Am I to be expected to make a 
tour of the courtroom every time we tender an exhibit? 

MR. CARSON: It is just a matter of who 
passes out the song sheets. 

MR. CARSON: Q, Exhibit 161 is a statement 
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and Grain Products in Prairie Territory with 
Ontario-Quebec Territory." 


That statement shows rates in the two territories 


prior to April, 1948? 

By) AOS, BLP. 

Q. And effective November 8, 1949? 

A That is right. 

Q@. What is the reason for the difference between 
the rates shown "prior to April 1948" and those shown 
subsequent to November 8, 1949? 

A. The reason for the difference is that the Board 
refuses to apply either the 21 per cent increase or the 
8 per cent interim increase to the commodity mileage 
rates on grain and grain products in Prairie territory; 
whereas these increases were applied to the rates in 
Ontario-Quebec territory. 

Q. Yes. 

THE CHAIRMAN: Did you say that the Board 
refused? Were the reasons for the Board doing so given? 

MR. EVANS: Yes. He said that the reason the 
Board gave was that the spread between the Crow's Nest 
Pass rates and the domestic rates, in the opinion of the 
Board, was too great if they were going to increase the 
domestic rate, and it was a holding down of the domestic 
rate for the operation. 

MR. CARSON: Q. Have you any further comment 
to make on this statement? 

A. The Commission will observe, from @ study of 
Exhibit 161, that, generally speaking, the commodity 
Mileage rates in Ontario and Quebec are now, with two 
exceptions, higher *han the corresponding rates in the 


Prairie territory. 
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Prairie rate is 11 cents, and the Ontario-Quebec rate 
is 10-1/2; and 125 miles, the rate in both Prairie and 
Ontario-Quebec territory today is 17 cents. 

Q. Yes? 

Ae might also say that prior to April 8, or 
prior to April, 1948, the rates in Prairie territory 
were always higher than the rates in Ontario-Quebec 
territory. 

But today the situation is just reversed. 
The Prairie territory rates are higher than the Ontario- 
Quebec territory rates. 


THE CHAIRMAN: We shall adjourn now. 


---At 4.45 p.m. the Commission adjourned until tomorrow, 
Tuesday, February 14, 1950, at 10.30 o'clock a,m. 
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Ottawa, Ontario, 
Tuesday, February 14, 1950 


MORNING SESSION 


MR. COVERT: If your lordship pleases, you will 
recall that Mr. E. J. Young appeared before the Commission 
on the 6th of February, I believe, and at page 14128 of 
the transcript of evidence he refers to the figure of 
$93,555,000 as the cost to the C.N.Rvin increased wages 
during the year 1948 as a result of the 17 cent increase 
in wages retroactive to March lst, 1948. Mr. Young has 
now advised that he has checked this figure and that 
this is incorrect and should have read $33,000,000 for 
the year 1948. Pages 14137 to 14139 also refer to 
this same question, and where the figure $93,555,000 
appears it should read $33,000,000. 


C. E. JEFFERSON, RECALLED 
EXAMINATION BY MR. CARSON (CONT'D) 

Q. Mr. Jefferson, at the conclusion of yesterday's 
evidence when you were discussing Exhibit 161 you informed 
the Commission that prior to April 8, 1948, commcdity 
mileage rates on grain and grain products in prairie 
territory were always higher than the rates in Ontario 
and Quebec territory while since November 8, 1949, the 
situation is reversed as the rates in the prairie territory 
are lower than the rates in the Ontario-Quebec territory. 
You also stated this was due to the Board of Transport 
Commissioners not permitting the 21 per cent and the 
8 per cent increases to apply to the rates in prairie 
territory while these increases were applied to the 
rates in Ontario-Quebec territory. First I want to 


ask you what the significance of the date, NOvember 8,1949, 
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is? 

A. The significance of the date, November 8, 1949, 
is that the rates in the Ontario-Quebec territory did 
not have the 8 per cent applied to them until that date, 
that is, they were not increased 8 per cent effective the 
lith of October, 1949. The effective date was the 
8th of November, 1949, 

Q. Generally the increase went into effect on 
October 11, 1949, but in the case of these rates it did 
not go into effect until November 8, 19499 

A. That is right. 

Q. Have you any further observations to make on 
that exhibit 161? 

ie Yes, sir. The commodity mileage rates on grain 
and grain products in Exhibit 161 in prairie territory 
prior to April, 1948, and effective November 8, 1949, 
are the same. The rates in the Ontario-Quebec territory 
effective November 8, 1949, are much higher than the 
rates in effect prior to April, 1948. This was not 
only due to the rates prior to April 8, 1948, having been 
increased 21 per cent and 8 per cent, but also because 
the rates in Ontario-Quebec territory,having been com- 
petitive rates, have received an separate increase 
effective the 2nd of July, 1949. I am mentioning this 
because if the 21 per cent and 8 per cent increases were 
applied to the rates in Ontario-Quebec territory prior 
to April, 1948, you would not obtain the rates shown in 
the exhibit as effective November 8, 1949. 

Q. Now, are there any commodity rates in eastern 
Canada lower than the commodity mileage scales that are 


shown on Exhibit 161? 


A. Yes, sir. There are special commodity rates 


; j é , 7 : : 
: Sav, 8 wateerek deb ane ie eRe Valea OM «A 
b te guaiiers? sefpahalrneha of Sh fe om 3255. Gh 
5 heb caw! Cites aest at Bedllege Gres sag o BON oven rl 

og ovbtee'¥te gare soo © Geeeenont gon exay Yor eh Tae 

; 


cede} 2° “Lo, ae 


i. ; i, ae “ = ; re pare 

rey k%o of ad SAO SERN Bar Geto ren $ 

bos ch Migs ie -_ i ee ny eked. i * tel f > . . wg A al) 
Bib FE: eet ¢ it Sov Gees GF ae deg .SRRL.. 94 Beco 

‘ " 

, 
re Kl i ond ss i Kewl meee rma " ‘. “yD het id : 

“I ge a0 YOH Jago Go A hee VE 

te HSiG aL Gar f 


ve 

fs 
= 
wt 
. 
* 
hn 

Sar 


oe et ee 2 fe pee Ae SA -_ , Ree . . a 
oat Sw a 4. het £4 fa BEA ES A Ye il ie% <t Yai 


; ' ‘ va ae oe &. BP yess radi 
{ER EE AO a SEeeliw UAE Gute Pe BEES 


‘ Bese be ns Ae 6 a * 4 .*S a 

YYOG tsar Bae ees e- fdt gidived of etolootrg 7 | Hit 
SOL .4 vedsevuell reetio fae .oGhOL .heIGA OF Forres : 
yootivered. ssdoyu.-~cigseae vad Gi setey gal . .288 Sho eis ; 

dz opis toed jeg of@ ,2eel ~o sadsovem eri yeotse 

voa Gew anit Mel Lisa a8 2sltn Cent is: ae aeeat 

Sad guivat ,Of@L .0 LaagaA oF Goltg Falet Say OF see ny Expo 

. sEyesid oafps tid’ deo seg & bas gAeo Seq PS. RORseEOAS ; 


7) 


-Ho9 9 SLY HT, YIOI LeMa? ASI SNPe SITs AN GE BSSBy FAS : 


up dict 4 iv? pee, oS ope eure SH oP afeer. Say Wee 4; ec 
Bath MUA LS Th ; eel .eLSl TO DR SA SV Seo rsS 
. ' oe ¥ ; = 2 ' C 3 -! 
So Pe tes 2 tox is pare 2499 4 ant fq iy “AS BHEGHS 
- 
Ay o oly ‘ & . . set we i th “ 
xf mei f Fy OT Py mt 18 ik Liu Pea 5S £% oy oF Ostfg is 
“i ie 
' 


. 


at mon gaiey wit atetds fon Divew soy 2Pe0 ,FPeaa oF * 
: es < ; ain oo — a. ; 
- Ch <8 nedmersy eG7i7ooges ss sigtaes Sag. 


‘ oy ee ee soy yt oe es, erect St oe a2 ay gad < - F ‘ 
SE 20S ee SPT EOS “ES oO Eaay Se ewok +8 


/ ots Fadi poleot opeodin eihemes od? mele gevem apeaeo 
a SIA SRURARE BO ReSe 


cin yolfosmes igiess .ye ated yah geet” a 


- > é 5 


- 15165 - Mr. Jefferson 


from Fort William, Port Arthur, all rail, to destinations 
in eastern Canada as well as special commodity rates 
known as ex lake rates from Port McMicoll and other 
Georgian Bay ports to destinations in eastern Canada. 
Q. How do these rates compare with the commodity 
mileage scales in eastern Canada and western Canada? 
es They are in some cases lower and in some cases 
higher than the commodity mileage scale in western Canada. 
Q. How do they compare with the Crows Nest level 
of rates? 
Lae They are in all cases very substantially higher 
than the Crows Nest Pass basis of rates. 
as And does this answer you have made include the 
rates that have been described as at and east grain rates? 
A. No, the at and east grain rates are applicable 
from Georgian Bay ports to eastern Canadian ports for 
export, and they apply only on movements of bulk grain 
which originate in western Canada and which have had rail 
and water movement from western points. I have dealt 
with these grain rates elsewhere in my evidence, That 
evideiice was put in in December. 
Q. Have you another statement to present to the 
Commission on this subject, Mr. Jefferson? 
A, Yes, BiPs 
Q. This will be Exhibit 162. 
THE CHAIRMAN: What is Exhibit 162? 
MR. CARSON: It is entitled Statement of 
Crows Nest Rates on Grain and Flour, Prairie Points to 
Fort William and Port Arthur, Ontario, compared with 


commodity mileage rates for the same distances. 


EXHIBIT NO. 162 -- Statement of Crows Nest 
rates on grain and flour, 
prairie points to Fort 
William and Port Arthur, 
compared with commodity 
mileage rates for the same 
Artatannad. 
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MR. CARSON: Q. I think the title of the 
exhibit describes it, but what does it also show? 

A. This exhibit shows the percentage by which the 
Crows Nest rates are lower than the commodity mileage rates 
in western Canada. 

Q. That is shown in the extreme right-hand column? 

A. Yes, sir. 

Q. What do you point to there? 

A. I draw attention to the fact that this exhibit 
shows that in each case the Crows Nest rates are lower 
than the prairie commodity mileage rates for equal 
distances by percentages ranging from 42.9 per cent to 
54.3 per cent. From Winnipeg to the lakehead the 
Crows Nest rate is 53.3 per cent below the commodity 
mileage rate. From Regina it is 51.2 per eent below 
the commodity mileage rate and from Calgary the Crows 


Nest rate is 484 per cent below the mileage rate. 


Q. And those are commodity mileage rates in western 
Canada? 
A. Yes, sir, which did not receive either the 


21 per cent or 8 per cent increases. 

THE CHAIRMAN: How do you arrive at what you call 
commodity mileage rates? Is that an average of the rates 
for all commodities? 

MR. CARSON: Q. Would you explain that to the 
Chairman? 

A. We always had what we call grain and grain 
products mileage rates in western Canada for lecal move- 
ments. 

THE CHAIRMAN: 2. For local movements; this 


is the difference between a local movement and through 


movement en the same commodity? 
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A. en, BET". 

MR. CARSON: Then he is pointing out that these 
commodity mileage rates in western Canada have not been 
subject to any of these increases for the reasons he gave. 

THE CHAIRMAN: Yes. 

COMMISSIONER ANGUS: Q. Does this comparison 
make any allowance for the 130 miles that are not ceunted-- 
A. No, sir, the so-called constructive distance 

of 130 miles between Fort William and Winnipeg has no 
bearing on either the Crows Nest Pass grain rate or the 
commodity mileage rates, 

MI.. EVANS: Q. Perhaps you might tell Dr.Angus 
how that operates, how the constructive mileage rate 
operates? 

A. The constructive distance between Fort William 
and Winnipeg of 130 miles applies only to class rates and 
commodity rates related to the class rates between Fart 
William and points in western Canada, and they are also used 
in making rates between eastern and western Canada. 

THE CHAIRMAN: Also used in what? 

MR. CARSON: In making rates between eastern and 
western Ganada, 

THE CHAIRMAN: Q. That is from the east to the 
west? 

RA Yes, sir. The application of the constructed 
miles is this. The distance from Fort William to 
Winnipeg is 420 miles. The class rates between Fort 
William and Winnipeg are the stamdard mileage tariff 


for 420 miles less 130 miles or 290 miles. 


(Page 15170 follows) 
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In other words, the rates are on the scale 
of 290 miles of the standard tariff instead of 420 
miles of the standard tariff, To points west of 
Winnipeg you use your 290 miles from Fort William to 
Winnipeg plus the actual mileage west of Winnipeg, 
and to the through distance so determined, you apply 
it to the standard mileage tariff, 
COMMISSIONER ANGUS: Q. My question is: 
If the Crows Nest rates did not exist, would the 
carriage of grain be affected by that constructive 
mileage? 
AS "Hoy “ei, 
Q. Wculd the commodity rates take that into 
account? 
A. No, sir, they would not. If the Crows Nest 
Pass rates were increased, they would not be increased 
to the basis of the local mileage rates or commodity 
mileage rates, nor would you use the 130 miles con-= 
structive distance between Winnipeg and Fort William, 
You would determine what the rate should be on the 
grain from Prairie points to Fort William without 
regard to either of those factors, 
MR, COVERT: Would the reporter please 
read back the last answer? 
THE REPORTER: No, sir, they would not, 
If the Crows Nest Pass rates were increased, they 
wovld not be increased to the basis of the local 
mileage rates or commodity mileage rates, nor 
would you use the 130 miles constructive 
distance between Winnipeg and Fort Willian, 
You would determine what the rate should be 
on the grain from Prairie points to Fort 


William without regard to either of those 


factors, 
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MR. CARSON: Q,. I think you stated earlier 
in your examination, Mr. Jefferson, that in your 
Opinion it would not be unfair to make a comparison 
of rates charged by railways in the northern part of 
the United States with the rates charged by Canadian 
railways? 

. By ude Gids Vases aiz. 

Q. Was the Great Northern Railway one of those 
which you mentioned? 

a tee, sir, it was, 

Q. Have you made a study of the rates charged 
for the hauling of grain by the Great Northern Reilway 
to the head of Lake Superior and to Seattle, compared 
to those charged by the Canadian Pacific Railway to 
the lakehead and also to Vancouver for export? 

Ay Yes, sir, I have, 

Q. Would you please explain to the Commission 
the table at page 89, and the graph at page 90 of the 
appendix? 

A. Page 89. 

MR, FRAWLEY: In order to have the record 
Clear, I take it that Mr. Jefferson is now passing the 
part of the brief called: 

"Roonomic Aspects of Grain Rates", 
which is on page 161, and is going on to the caption 
on page 165: 

"Comparison of Rates on Grain in Canada 

and the United States". 


MR. CARSON: Yes, 
MR. FRAWLEY: That is for another witness, 


I take it? , 
MR, CARSON: Mr. Jefferson is not dealing 


with that aspect of it. 
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COMMISSICNER ANGUS: Q, Perhaps Mr. Jefferson 
would explain a word on page 160. At the bottom of the 
page I read: 

", . « the Canadian Pacific because it did not 
during those years receive net earnings which 
in any way could be considered a maximum level 
of earning power, nor did it obtain any general 
increase in its rates." 
What is meant by the phrase "maximum level of earning 
power"? 

MR. EVANS: If you will look at page 27 of 
the appendix and the factors which allowed the earning 
of a profit of 10 per cent on the capital invested in 
the railway undertaking, you will find that the return 
of investment on page 27 of the appendix -- you will 
find that in no case was the rate of return -- it is 
about midway along the page, the column headed: 

"Rate of Return on Net Railway Property 

Investment", 

And in no year did the rate of return get as high &s 
10 per cent. 

COMMISSIONER ANGUS: I was taking it with 
the statement on page 160 which reads: 

"This was because until 1903 the company 


was permitted py statute to have net earnings up 


to “10 “per “cent. 92°." 


MR. EVANS: Yes. 
COMMISSIONER ANGUS: Does that affect the 


period 1903 to 1917? 

MR. EVANS: No. I think you must take it 
this way: that the maximum level was looked upon 4s 
10 per cent, although the statute which said that 


Parliament and the Governor in Council might not 
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interfere until that level had been reached. There 
was nothing to suggest that was not a permissible level 
of earning power. 

THE CHAIRMAN: That earning was achieved in 
1903? 

MR. EVANS: Never at any time in the history 
of the company was that level attained. 

THE CHAIRMAN: Then what is the distinction 
between before and after 1903? 

MR. EVANS: In 1903, section 20 of the 
Canadian Pacific statute no longer had any statutory 
effect. It was not a factor. 

THE CHAIRMAN: What happened to it? 

MR. EVANS: The story runs this way: in the 
Consolidated Railway Act of 1879 there was a provision 
that Parliament might not interfere so as to lower the 
level of rates unless the railway were receiving profits 
in excess of 15 per cent. 

In the statute of 1881 incorporating the 
Canadian Pacific, there was a section which said that, 
in the case of the Canadian Pacific, the right of 
Parliament to interfere should be on the level of 
10 per cent rather than 15 per cent, 4s set forth 
4n the Consolidated Railway Act. 

In the revision of the Railway Act in 1903 -- 
and I am speaking merely from memory -- that section 
of the Consolidated Railway Act to which section 20 
of the Canadian Pacific Act had reference was repealed. 
Ana therefore the fact was that the application of that 
section in the Canadian Pacific Act also ceased to 
apply. 

THE CHAIRMAN: And the rates became then 


subject to Parliament, the same as other railway rates. 
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MR. EVANS: I* must be assumed that the 
permissible level of the Canadian Pacific remained 
at 10 per cent, although in fact it was never achieved. 

COMMISSIONER ANGUS: My difficulty is con- 
cerning the paragraph in the middle of page 160, the 
Canadian Pacific points out that prior to 1903 when a 
statutory level did apply, it contrasts it with the 
period when it did not apply. So your explanation seems 
to be that there was no real contrast between the two 


periods. 
MR. EVANS: There was only a technical 


contrast prior to 1903, You see, there was no Board 
of Transport Commissioners. 

Now then, Parliament and the Governor in 
Council had certain powers; but the statute prevented 
them from exercising those powers until a certain level 
of earnings had been reached, 

After 1903, however, there was no restriction 
on the Board which was formed in that year, as to the 
level of permissible earning power. But the Board not 
having exercised any power to reduce the rates, and 
there being nothing to indicate that that 10 per cent 
was no longer a permissible level, I think it is 
arguable that we were entitled at least, prima facie, 
to 10 per cent, which we have never in fact achieved. 

‘COMMISSIONER ANGUS: So I take it that 
just and reasonable rates from 1903 to 1917 would be 
rates which gave the railway anything up to 10 per 
cent on its stcck? 

MR. EVANS: In the whole, on the whole. 

COMMISSIONER ANGUS: But since then they 


have come to have a much more precise meaning? Since 


1917? 
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MR. EVANS: I wonld say less precise. It 
was rather precise in the upper limits before 1903. 

In fact, it was set by statute. 

COMMISSIONER ANG'IS: I understand that, 

MR. EVANS: And less precise in that the 
Board had power, in general terms, after 1903. 

COMMISSIONER ANGTIS: Yes. Up to 1903 you 
had @ clear statutory difficulty, 

MR. EVANS: Yes. 

COMMISSIONER ANGUS: And from 1903 to 1917 
you think it is arguable that that standard carried on? 

MR. EVANS: I think it is arguable that it 
carried on in the absence of any action by the Board, 
although it had power to do so, to look upon that as a 
reasonable maximum, 

COMMISSIONER ANGUS: But subsequently we 
come into a period in which there is no question of 
the maximum. 

MR. EVANS: No. 

COMMISSIONER ANGUS: But a question of a 
much more exact standard with less variation? 

MR. EVANS: Yes, they fixed it from 1917. 
The first increase comes until the 1946 case on a level 
of requirements, 

THE CHAIRMAN: 1917 was when the Board first 
became active in the matter of fixing rates? 

MR. EVANS: No, sir. It is the first case 
of a general increase. 

THE CHAIRMAN: It is the first time they 
did anything in the way of revising the rates? 
MR. EVANS: No, sir. 
THE CHAIRMAN: I thought you said between 


1903 and 1917 nobody interfered, therefore you would 


. ( vad 
. ne OL 4 


re i 
PS oe 


ial , 7 7 
arene 7 =) 


| ¥s ; ar) on 7 
at veetoong aeet yee btrow. Par “sain Piet ae i 
— .208L emolled ag tant t coma odd att ‘eating rear io | i, 


cre 7 ae . eet 6 aor 


vetutete ye tee asw dt doa ot ae 
s toadt Srsterebas I :8NDHA AAMC TER TMHOD can " ae 
7 edt tact nt eefdenry deef BoA + eave ie ae tbl . Sai 
-£0CF ratte  eurted feteney ah lower bat Bae | 
woe EOGE of of Veet :eNOHA aeucTecrMNS | 
telus ktits Coote ass ‘xagls @ bed 
~a9Y :2HAVE .AM | 
Viel of EGCL sent hak +a00KA ADMOTSLTMMOD 7 / 
' ad, de txxeo Sisbaede gadd tadt efdewyra.ef $1 datdd ox 
«FE tard oldauges at of aatay T <eHAVE aM 
Prac odd ed nmotios yas to escassda edt nt m0 helatso — 
oe dads fog Adel of ,ca ob of tawoq had dt tauodt ie 
| »munixes eldenceset 
aw vitneveosdye tug + BUPYA FEHOISA IMD) 
tr woigeeup on ai stecdtt fo Bete mi BSekveq & cfm geo . > 
~aemixecr edt 
~OX HAVA . SH j 
8.20 aotfeeyp a tu + SUTHA AMHOTESTAMOD 
‘ | Taotteltey aged die pushaede toexa U0 fo aas f 
. «bi@i mod Of bexki yes eet :CuUAVE on | y 
; ieve! s my @e80 uA ft aud [ttm eemoo onadront tptht aT ; , af | 
; . | | sedhpatien aia te | 
ih Tao ed? oeie saw TEOT ‘HARA TAND oe 
_ Taatay gaint? lo tedtiasg attt at evigos onnood a 
suso Sextt oad ab #2 ate . ott ed - asl . 


seacroat Latonon . 20 ; 
Yet? smts tant om} af 3Tf HAMS IAB aur 


Seakan of? .anieives lo yay. ant at _sareene & Bib ; 
atte oH 1aMAes cae : 
meswied bige wor sitageodt a MAMAT AHS 8 i 
Saree aan MCtet ods ereta stad || 


Lite »' 4 


~- 15176 - Mr. Jefferson, in ch 


assume certain things; therefore the rates must have 
been just and reasonable. 

MR. EVANS: There is no doubt about it. 

THE CHAIRMAN: So it follows that 1917 was 
when the Board began to take, or to make a general 
review of the rate situation in Canada. 

MR. EVANS: I do not want to get at cross 
purposes with you. That was a case in which the 
railway asked for an increase in rates, and it came 
into an issue before the Board as to what the proper 
level of rates should be. 

THE CHAIRMAN: That was in 1917? 

MR. EVANS: Yes. 

THE CHAIRMAN: That is what I was saying. 
| MR. SHEPARD: Mr. Evans referred to page 27 
of the appendix to the column headed, "Rete of 
Return on Common Railway Property Investment." 

That is page 27 of the Canadian Pacific appendix; 
and he pointed out that in that column it has never 
shown a 10 per cent figure. 

I may be wrong in my understanding, and if 
I am, I would like to be corrected; but my under- 
standing was that the 10 per cent was a return on 
common stock earnings, earnings On common stock. 

MR. EVANS: No, no} 

MR. SHEPARD: I would like to have the record 
made clear about it. 


MR. EVANS: The record can be cleared up 


at once on that. 

There are three parts to: 44 Victoria 1881. 
Chapter 1 is followed by an agreement, and that 
agreement has in 4 schedule to it the incorporating 


statute; and what I am speaking about now is section 20 
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of the schedule to the so-called foregoing contract, 
providing for increases; and this is what the section 
says: ? 

"20, The limit to the reduction of tolls by 
the Parliament of Canada provided for by the 
eleventh sub-section of the 17th section of 
'The Consolidated Railway Act, 1879,' respecting 
TOLLS, is hereby extended, so that such reduction 
may be to such 4n extent that such tolls when 
reduced shall not produce less than ten per cent 
per annum profit on the capital actually expended 
in the construction of the railway, instead of 
not less than fifteen per cent per annum profit, 
as provided by the said sub-section; .. ." 

There is something more to it, but that is the 


substance. 


(Page 15185 follows) 
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MR. CARSON: Q. Now, the subject you were 
going to deal with, Mr. Jefferson, is to be found, 

I think, at page 165 at Part I of the Canadian 
Pacific submission under the caption "Comparison of 
Rates on Grain in Canada and the United States". You 
were going to turn to the Table at page 89 and the 
graph at page 90 of the Appendix, is that right? 

A. Yes, sir. 

Q. Now, would you explain or tell the Commission 

what you want to Say about those, the Table 
and the graph? 

A. Page 89 of the Appendix to Part I shows the 
history of the rates on wheat from Regina to Fort 
William for a distance of 776 miles, and from 
Whately , Montana, to Duluth for a distance of 772 
miles during the period from 1898 to 1949. 

Q. Those are comparable distances in Canada 
and the United States? 

A. Yes, sir. 

THE CHAIRMAN: Mr. Jefferson, have you also 
any figures here showing the comparable volumes of 
the movements? 

A. The volumes? 

Q. Between, for instance, Regina and Fort 
William on the one hand and Whately and Duluth on 
the other? 

A. I have not the volume of the movements to 
Duluth, no sir, but there is a very heavy movement 
Of grain from points in Minnesota, North Dakota and 
Montana to Duluth; while in an exhibit which I was 


GOing to file later, showing car mile earnings, I 
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explain how I arrive at the average weight per car 
on the line of the Great Northern Railway, and I 
have looked at the reports showing the movement of 
grain and grain products on the line to the Great 
Northern. I have not them here, but I can say it 
is very substantial. 
MR. CARSON: Q. Now then, what were you 

going to say about this Table at page 89? 

A. This exhibit shows that from Regina to 
Fort William prior to August 1898, the rate was 
23¢, and then by reason of the Crow's Nest Pass 
agreement it was reduced in two stages: one cent 
and a half effective August lst, 1898, and another 
cent and a half effective September 1899, making 
the rate 20¢. Then by reason of the so-called 
Manitoba Agreement with the Canadian Northern 
Railway, the rate was reduced to 18¢, and in March 
1918 it was increased to the maximum of the Crow's 
Nest Rates of 20¢. Then it had increases, another 
increase in 1918 and in 1920; then in 1922 - - 

Q. Now, that increase in 1918, to 24 was 
when the rates were suspended? 

A. I beg your pardon? 

Q. That increase to 24¢ in August 1918, was 
that when the rate was suspended? 

A. When the application of the Crow's Nest 
Act was suspended. 

Q. Suspended? 


A. Yes, sir. August 1918, the rate became 


24¢. and it reached a maximum of 323¢ in 


September, 1920, then reduced in January 1921, and 
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in December 1921 in the general rate reduction cases. 
Then July 6, 1922, the Crow's Nest Pass rate of 20¢ 
was restored by an Act of Parliament and the rate 
has remained 20¢ ever since that time. 

In the United States from Whately to Duluth 
the rate prior to august 1898 . was 4O¢. Then it 
was reduced on two occasions » and in October 1909 
it was 24d. Then it went up on different dates 
(I won't read them all) and in August 1920 it became 
40¢. That remained in effect until the reduction 
case of 1922, when it became 35¢, and it was reduced 
later in February 1932 to 34¢, since which time it 
has gone up steadily and it is now 550. 

I might mention: that in July 1922, or rather, 
first, in October 1909, the difference between the 
rate from Régina to Fort William and Whately to 
Duluth was but 6¢. The difference today is 35¢. 
When the Crow's Nest rate was restored in July 1922, 
the difference was 15¢. 

Q. Mr. Jefferson, could you tell the Commission 
the significance of these dates, why these particular 
dates have been selected? 

A. These dates, the date s shown on page 89 are 
the dates on which there was a change in either the 
United States or Canada, so that the history would 
be complete from both points. That is why in some 
instances you see, or we go down here, and you see 
from July 2, 1922, from Regina to Fort William the 
20¢ is at every date; but from Whately to Duluth 
the reason why the 20¢ was repeated from Regina is 


because there was a change in the United States. 
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Q. Now, what about the graph at page 90, if 
you have nothing more to say about the table? 

A. The graph at page 90 merely portrays the 
information contained on page 89, and it shows in 
graph form what has occurred:inthe rate from Whately 
to Duluth from 1898 to date and from Regina to Fort 
William from 1898 to date. 

Q. The broken line being Whately to Duluth, 
and the solid line Regina to Fort William? 

A. That is right. 

Q. Now then, in referring to page 166 of 
Part I of the Canadian Pacific submission, referense 
is made, I think, to tables that appear at pages 91 
and 92 of the Appendix. I would like you to explain 
to the Commission, if you will, the significance of 
the tables at page 91 and 92 of the Appendix. 

A. Well, the tables at pages 91 and 92 of the 
Appendix, the statement of oe changes in rates on 
wheat from points in Western United States to Duluth 
Minnesota, and from Western Canada to Fort William, 
Ontario, from Janaary lst, 1920 to October 1st, 1949. 

Q. That is, from various points of origin? 
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Q. These are carloads, I take it, from the 
heading? 

A. Cerlosd rates, yes sir. Now, we heve taken 
from Western Canada to Fort Williem from points -- 
Winnipeg, Brandon, Regina, Moose Jaw, Saskatoon, 
Medicine Hat, Calgery and Edmonton, and compared the 
rates: to Fort William from those points with the rates 
from points of approximately equal distance to 
Duluth. 

Now, for example, we compere York, N.D., 
420 miles to Duluth, with Winnipeg, 420 miles to 
Fort William. Then we compere Whately, Mon., By ee 
Duluth, with Regine, 776 miles to Fort William. Then 
we compare Eureka, Mon., 1240 miles to Duluth, with 
Calgery, 1242 miles to Fort William. 

Now, without going into details of changes 
in the rates that have taken place to Fort William 
and Duluth from January 1920 to date, I would just 
draw the Commission's attention to the bottom part of 
Page 92. Now, it shows that during the period from 
1920 to 1950 the rate from York, North Dakota to 
Duluth hes been increased 17 cents or Qg4.4 per cent, 
while that rate from Winnipeg to Fort William has not 
been changed. From Whately, Mon., to Duluth the 
rate has been increased 25 cents or 83-1/3 per cent 
while from Regins to Port William the rate has been 
reduced 4 cents or 17 per cent and from Eureke, Mon., 
the rate to Duluth has been increased 36 cents or 
83.7 per cent, while from Calgary to Fort William the 
rate has been reduced 4 cents or 13 per cent. 

Q. And just upon that little section at the end 


you have the present rates for these comparable distances? 
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A. Yes, sir, 

Oy Now, then, again by reference to Page 166 of 
Part I but looking et pages 93 and 94 of the Appendix, 
you have some further data in the Appendix. At Page 
93 the title is: "Comparison of Rates on Wheat for 
Hauls of Similar Distances, Western Canada to Fort 
William v. Western United States to Duluth". Would you 
explain that, Mr. Jefferson? 

A. Yes, sir, Page 93 of the Appendix shows a 
compsrison of the rates on wheat from Western Canada 
to Fort William and Western United States to Duluth for 
the same distances. I will just give three examples 
to point out whet this Exhibit shows. From Winnipeg 
to Fort William for 420 miles the rate is 14 cents. 

Q. The rate is in the circle? 

A. Yes, sir, but I was looking at the Chart. 
From York to Duluth, 420 miles, the rate is 35 cents. 
The rate to Duluth is 21 cents or 150 per cent higher 
then to Fort William or, expressed in another way, 
the rate to Fort William is 21 cents or 60 per cent 
lower than from York to Duluth. Now, in the case of 
Regina, the distance to Fort William is 776 miles 
or 20 cents;from Whately, Mon., to Duluth, (72 miles, 
55 cents. The rate to Duluth is 35 cents or 175 per 
cent higher then to Fort William, while the rate to 
Fort William is 35 cents lower or 63.6 per cent lower 
then to Duluth. One more example. From Calgary to 
Fort Williem for 1242 miles the rate is 26 cents. 

From Eureka, Mon., to Duluth, 1240 miles, the rate is 
79 cents. The rate to Duluth is 53 cents or 203.8. 
per cent higher then to Fort William, and, expressed 
the other way, the rate to Fort William is 53 cents 


or 67.1 per cent lower than to Duluth. 
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COMMISSIONER INNIS: Does the Pename Canal 
have any effect on those American rates? 
A. I beg your pardon? 
MR. CARSON: Does the Panama Canal have 
any effect on those American rates? 
A. Not that I know of to Duluth. 
COMMISSIONER INNIS: It would be partially 


effective, would it not. in keeping down the Alberta 


rates? 
A To Fort, Williem? 
Q. Yes, 
A I would not say so, no. 


Q. There would be no competition between 
Vancouver and Fort William? 

pos No, sir, the enswer to that question is that 
by reason of the Crow's Nest Pass rates to Fort William, 
the Board required the railways to publish reduced 
rates to Vancouver but if the rates to Fort William 
went up, the rates to Vancouver for export would also 
go up. 

Q. I understand that, yes, but there is a very 
wide discrepancy, that is to say the discrepancy has 
gone up very materially as you go West and you would 
expect the Pacific Coast to have some influence on the 
narrowing of the discrepancy. 

Pie But the rates to Vancouver for export were 
not made first; the rates to Fort William were made 
first end then the Board required the railways to 
publish reduced rates to Vancouver for export in 
relation to the reduced rates to Fort William. Now, 
if those rates went up, the Penema Ca.nal would not 


effect it. st.4sll. 
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Q. But I would have thought thst the increasing 
Spread between American snd Canadian rates as you proceed 
West is out of line with what one might expect from any 
influence of Pacific Coast competition? 

A. Have I answered your question? 

THE CHAIRMAN: You are not qualified perhaps 
to tell us about the movement of United States wheat 
through the Pacific Coast and the Panama Canal to Europe. 
You are not qualified perhaps to tell us about the volume? 

A. I cannot express any views with respect to 
the movement of grain from North Dakota or Montane to 
Seattle or Portland for export. My thought would be 
thet the movement would not be considerable. When you get 
into extreme Western Montana sand into Ideho snd Washington, 
they produce e soft wheat. Now, I do not really know; 

I could find out, but I really do not know if there is 
38 heavy movement of winter wheat. 

Q. Tell me this, though, Mr. Jefferson, do you 
know this; would the Pamama Canal not have some effect 
on the freight rates on the Great Lakes shipping rates? 
Do you remember that? Did the opening of the Panama 
Canal not have some effect on the shipping rates on 
the lakes. Well, of course, that is not within your 
province, 

A. Now, I cannot express any views on that. 

Q. I think they did. I think that is my recollection. 
That was the effect of the Panama Canal, that it lowered 
the shipping rates on the Great Lakes. 

Rs On Canadian wheat? 

Q. Well, I think so. Anyhow, it is not within 
the purvue of your experience. 

An I would not think so, myself. It might have 


some effect on the ocean rates scross the Atlantic as 
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compsred with the ocean rates from Vancouver to the 
United Kingdom, but I would not heave thought it would 
have affected the rates on the Great Lekes or the 
St. Lawrence, 

Q. You would not? 

A. No, sir. 

MR. CARSON: Now, you dealt with Page 93 of 
the Appendix? 

A. Yeo, sir. 

Q. What about Pege 94 of the Appendix? 

A. Well, the fact that Duluth located at the 
tip of Leake Superior is West of Fort William, should 
tend to give the American farmer some advantage over 
his Canadian neighbour in shipping his grain to the 
Great Lakes on sccount of the shorter rail haul. 

Now, Page 94 of the Appendix takes this factor 
into consideration as we have made 2 comparison of the 
rates on whest by geographical or longi tudinal location 
of the shipping points from Western Canada to Fort 
William as compared with Western United States to Duluth. 

Now, while I will follow this chart in the 
Exhibit, I would like you to look at the map itself 
because we are comparing Winnipeg first with Powell, 
North Dakota, a point immediately south without regard 
to distance. Now, from Winnipeg to Fort William the 
rate is 14 cents for 420 miles, while from Powell, 
North Dakota to Duluth the rate is 293 cents for a 
distance of 302 miles. The rate to Fort William is 
154 cents or 523 per cent lower than to Duluth while 
the distance to Fort Willism is 118 miles or 39.1 per 


cent greater than to Duluth. 
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COMMISSIONER. INNIS: Do you know whet the 
price of wheat was at that date st Duluth and at Fort 
William -- October 1, 1949, that is the date of your 
map? 

BA, Well, I have an Exhibit that we are filing 
for the 1947-1948 crop year at Page 100 of the Appendix. 
The price of wheat at Fort William was '’ $1.75 per 
bushel but that price was not e final price as it is 
part of the five-year pool period, and includes what 
are called "dissipation certificates", thet is, if 
the returns ere more than $1.75 a bushel, then the 
farmer gets an added payment. He may get one, two, or 


three additional payments. 


(Page 15200 follows) 
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Q. You don't know about the price at Duluth? 

A. At page 100 we also show that the price at 
Minneapolis, which would be the price at Duluth as I 
understand the situation, is $2.37 per bushel. 

ss Aunts weaed te 

A. 406. 801%, 

MR. FRAWLEY: , We will be able to get that 
information as to the price on the lst of October, 1949. 
The Searle Grain Company publishes it, and we will try 
to bring it before you. 

THE WITNESS: It would be over $2 a bushel. 

MR. FRAWLEY: Can you tell Dr. Innis just what 
the price was on the lst of October? 

THE WITNESS: I don't know, but I would say it 
would be over $2 a bushel. 

MR. MacPHERSON: American dollars. 

MR. CARSON: Q. Mr. MacPherson has interjected 
that the price would be in American dollars? 

A. Which price? 

Q. The price at Duluth? 

A On, see. 

MR. EVANS: @. You do not take into account the 
difference between American and Canadian dollars in these 
freight rate comparisons, do you? 

A. No, sir. 

COMMISSIONER ANGUS: Q. Are the American rates 
that are shown on page 94 export rates or do they apply 
to domestic as well? 

A. The rates shown on the map at page 94 are 
export rates to the same extent as the rates to Fort William 


may be termed export rates, that is, the rates to Duluth 


apply on shipments of wheat to Duluth whether it is re- 


forwarded from Duluth by water down the Great Lakes or by 
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rail to points in the eastern United States or the Atlantic 
seaboard for export, just the same as the rates to Fort 
William apply on shipments delivered to boats at Fort 
William or moved east by rail for domestic consumption 
oporur export. 

COMMISSIONER INNIS: Q. Would it not be a fairer 
comparison to use Canadian domestic rates in comparing it 
with the American rates than to use export rates? 

A. No, @ir. The rates to Duluth or Fort William 
which I have given you are both domestic or export rates 
so far as movements of wheat to Duluth or Fort William for 


local delivery or for points beyond are concerned. 


Q. But your earlier table shows domestic rates 
higher? 

A. That is only for local movements in the prairie 
provinces where they pay commodity mileage rates. For 


example, if you have a movement of grain from Saskatoon 


to Regina that is where the local mileage rate would apply. 


Q. How would that compare with the American domestic 
rates? 
A. I don't know. I have not made a comparison, but 


I dare say that the rates for local movements ef grain 
within North Dakota and Montana are on a higher level 
than even the rates to Duluth. 

Q. But you don't know that? 

A. I don't know that. Our rates are; theirs may 
be. 

Q. It would be very interesting to know whether 
they make any sharp division? 

Rg For their local movements? 


Q. Yes. 


A. Tt would be fair to compare their local movements 
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of grain with our local movements on the prairies, but I 
have made the proper comparisons of Duluth with Fort 
William. 

COMMISSONER ANGUS: Q. , There is perhaps 
another point there. Earlier in the evidence when the 
question was whether shipments to Vancouver for local 
consumption should have the same rate as shipments for 
export a comparison was then made between Vancouver and 
Fort William, and it was said at Fort William they get 
the advantage of these rates even if it is for local 
consumption, and I think the answer was because local 
consumption at Fort William is less important? 

A. It does not amount to much. 

Q. Relatively. So that what were essentially 
export rates were extended to use for local consumption, 
and if that explanation is something that I have understood 
properly the Canadian rates would be primarily export 
rates that happened to be used for local purposes while 
the American rates would be internal rates that are also 
used for export, and the American policy is to facilitate 
the export of their wheat surplus by other means than 
low railway rates. 

& Are you speaking about American rates to Seattle? 

Q. No, to Duluth. 

A. There is no difference in the application of the 
rates to Fort William and the rates to Duluth, no difference 
at all. They both apply for domestic or furtherance 
movements. When you speak of the rates ffom Alberta to 
the Pacific coast then you open up a larger subject. i 
might just explain it to you in this way, that the railways 
have rates on export grain from Alberta to Vancouver 


made in relation to the Crows Nest rates to Fort William 
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which I explained yesterday. Now, we have these 
commodity mileage rates on grain in western Canada in 

the prairie provinces and British Columbia for domestic 
movement which were on two scales, We had what we called 
the prairie scale and the Pacific scale. The rates 
between the prairies and the coast used to be on the 
Pacific scale, but with the removal of the mountain 
differential last July we have the prairie scale of rates 
for local movements throughout the prairie provinces and 
British Columbia. 

You cannot charge -- at least I do not think you 
can charge a lower rate for domestic movements of grain to 
Vancouver than in British Columbia or to British Columbia 
than you apply within the prairies. The only difference 
is that on the prairies your ‘Crows Nest rate to Fort 
William operates as a maximum to directly interuediate 
points. The subject we are discussing is one that has 
been before the Board of Transport Commissioners on many 
occasions, and we have what we might say is an inter- 
mediate tariff to the coast on feed grains for feeding 
livestock, poultry and so on, and I can give you the 
figures. The export rate from Calgary to Vancouver is 
20 cents. The domestic rate is, I think, 363 cents on 
the prairie basis and the intermediate rate on the feed 
grain is 30 cents. 

Q. I did not mean to raise the question of the merits 
of the rate to Vancouver for local consumption but merely 
to say in connection with the discussion of that that it 
had been my understanding that these rates to Fort 
William had been described as primarily export rates? 

A. That is right. 


Q. To encourage export, and they simply happened 


~ 
¢q a? 


ec yee ae 


; Sag eter oe How 4 CSE SET Sop ath ag a T shy tet 
wl bene? aerotRiy 6k RMR BO eeaer Gage fle tl bom 


‘ ‘, ope i hs Selle Py Z i x 4 Tah te Ca | ; id 7 re. | ¢ 4 
Meenas Gey ehahitio) Sei¢Peh phe eyaigqors, Mit.Sy og 


Ri kiag a tage Ba 28 +SERRSR Gat AW Bayle Val Eve hoe 


Wh OS 49° 4 RVGRa ees cig Bike . AS : Phan 
my b ing ’ oe Bs ee, : > ne ieee ~ Pa - rh. x 7 
meta ale? i has Re ec aioe: & CLE PROS : ee ty tl sa 


" aes “APG ent SSR wis: hegee _- , 4 


, . 4 a = ~ * . a 
; td epee et oo 
' 
ie thes A.) ihe von EE Pe : RM a SBS TEN 
j 
~ a Cite whee r i “eo eee .2 oe * ge ¥ 
FEATS i har foe 45 SPs eee Tee Be i Seal oD 
sf 1, te 5 a: = = S - 
Weta a a oe Bs hak Se ee | : . rd Sate 
ape ; for 2658 eee her ; > OF 
w : 7 i " eg kk Shae: See . x 5 abe 
sry Beas: ik : “F ri eo 5 “ ee ea ye ae 2 3% + ” 
wey : $ a are eee : baie ae 
= cs Ee 7. Mee ae ot a ee 
e. 4 1. GANGA i" “Spas BETS MEGA eY 
SP ee? teers eee FO epee ; j 
a SM ES O23 Ae! eh, gee Greed “epee “"y } #onG 
Att: : be gee f 5 : fea Re) eae F 
£ fu : 5 eoees, WE ree) ee besa at e ‘ 
pos eS hk Bile Bee Ree t tet £# if eee i 
oe ee e “ = - © 
ot Haye Po ] BAS (i 75 Age ee Eged z tf 
Spr) He Soha O39 mS. lpeseaets Sims att ae es ‘ro. &% 
. - fx i cae: $9 Diane SL ite TG) dae ROE ois ea mi) Mote > hae 
Spee t P we Ph ciet 3 ae : _ ' 
‘ m se 3 cme Lite a SO ek TPA ee tie oe pee - 
; 
? 
+ bd = ot ai 3 B Se Fs, a ¢ vf 
' mo ie a i faery o ee wes ws ay Be Bee ey . : ] 
4 
} 
i ee Sy 7 
. ec es a eee Fa | LST y 


bsiri 


=? 


PEGS SY 900 SRR meee aw 
as « 


+ . 


he 1a) 


- 15204 - Mr. Jefferson 


to be used as local rates as well? 

A. I would rather use the term "furtherance" than 
"export' because they apply to Fort William on shipments 
going to Toronto, Montreal, England, Italy or anywhere. 

Q. My suggestion was that if they were primarily 
rates to encourage export and the United States encouraged 
export by other means in the case of wheat, not by special 
freight rates, that a comparison between the two levels 
of rates might be a little misleading? 

A. Well, I do not see how it would be misleading. 
The rates which I have given you are the rates which apply 
from North Dakota and Montana shipping points to Duluth 
for furtherance to eastern United States points or to 
foreign countries. It makes no difference. 

MR. CARSON: Q. You were dealing with page 94 
of the Appendix, Mr. Jefferson,and you had drawn atten- 
tion to the one comparison between Winnipeg and Fort 
William and Powell, North Dakota, and Duluth. Are there 
any others you want to mention? 

A I was going to mention two more comparisons. 
First from Regina to Fort William the rate is 20 cents 
for 776 miles while from Culbertson, Montana, to Duluth 
the rate is 48 cents for 675 miles. The rate to Fort 
William is 28 cents or 58.3 per cent lower than to Duluth 
while the distance to Fort William is 101 miles. or 15. per 
cent greater than to Duluth. One more example; from 
Calgary to Fort William the rate is 26 cents for 1,242 
miles while from Belton, Montana, to Duluth the rate is 
743 cents for 1,165 miles. The rate to Fort William 
is 483 cents or 65.1 per cent lower than to Duluth while 


the distance to Fort William is 77 miles or 6.6 per cent 


greater than to puluth. 
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Q. Now, what about the next page in the Appendix, 
page 95, which I think is referred to on page 167 of 
the Canadian Pacific submission. I think pages 95 and 96 
go together, Mr. Jefferson? 

A. Ten 7 -SLSt Pages 95 and 96 of the Appendix 
show a statement of the changes in rates on wheat in car- 
loads from points in western United States to Seattle, 
Washington, for export, and from points in western Canada 
to Vancouver for export from January 1, 1920 to October 1, 
1949. 

THE CHAIRMAN: @Q. Before we enter into this 
would you clear up one point? According to the heading 
you have given you take points in the western United 
States to Seattle for export? 

iy Yes, sir. 

Q. Are there two rates over that territory, one for 
local deliveries and one for exports? 

Rs I cannot answer that statement positively. 

Q. It arises naturally since you underline that 
these are export rates. 

A. My understanding is that the rates to Peattle are 
the same whether for domestic consumption or for export. 
On pages 95 and 96 we have compared the rates to Vancouver 
with rates to Seattle for the same or approximately the 
same distances. We compare Calgary, Alberta, 642 miles 
to Vancouver with Kalispell, Montana, 627 miles to Seattle. 
I will stay with main line points. Medicine Hat, 
Alberta, 818 miles to Vancouver, would be compared with 
Helena, Montana, to Seattle, 771 miles. Moose Jaw, 

1,067 miles to Vancouver would be compared with Glaszow, 


Montana, to Seattle, 1,014 miles. 


In each case the comparison to Seattle is for a 
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lesser distance than to Vancouver. At the lower part of 
page 96 this statement shows that from 1920 to October, 
1949, the rate from Kalispell, Montana, to Seattle had been 
increased 24 cents or 77.4 per cent, while from Calgary 

to Vancouver the rate had been reduced 45 cents or 18 per 
cent. From Helena, Montana, to Seattle the rate had been 
increased 263 cents or 76.8 per cent, while from Medicine 
Hat to Vancouver the rate had been reduced 6 cents or 

2 per cent. From Glasgow, Montana, to Seattle 

the rate had been increased 30 cents or 75 per cent while 
from Moose Jaw to Vancouver the rate had been reduced 

9% cents or 28 per cent. 

MR. CARSON: Q. Now then, what about the maps 
at pages 97 and 98 of the Appendix? I think they are 
referred to at page 167 of Part 1 of the Canadian Pacific 
submission? 

ix The map at page 97 of the appendix shows a 
comparison of the rates on wheat for export for hauls of 
Similar distances from western Canada to Vancouver with 
the rates from western United States points to Seattle. 
From Calgary to Vancouver, a distance of 642 miles, the 
rate is 20 cents, and from Kalispell, Montana, to 
Seattle, a distance of 627 miles, the rate is 55 cents. 
The rate to Seattle is 35 cents or 175 per cent higher 
than to Vancouver, and expressed in another way, the rate 
to Vancouver is 35 cents or 63.6 per cent lower than to 
Seattle. From Medicine Hat, Alberta, to Vancouver, 

a distance of 818 miles, the rate is 23 cents while 
from Joplin, Montana, to Seattle, for 810 miles, the 
rate is 61 cents. The rate to Seuttle is 38 cents or 
165.2 per cent higher than to Vancouver while the rate 
to Vancouver is 38 cents or 62.3 per cent lower than to 


Seattle. 
¢ (Page 15210 follows) 
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One further example: from Moose Jaw to 

Vancouver, for a distance of 1067 miles, the rate is 
e5 cents. From Big Horn, Montana, to Seattle, for 
a distance of 1065 miles, the rate is 70 cents. The 
rate to Seattle is 45 cents, or 180 per cent higher nee 
to Vamcouver; and the rate to Vancouver is 45 cents, 
or 64.3 per cent lower than to Seattle. 

Q. What about the table at page 98? 

A, The table on page 98 of the appendix shows: 


"Comparison of Rates on Wheat for Export 


by Geographical (Longitudinal) Location 
of Shipping Points. Western Canada to 
Vancouver, B.C., versus Western United States 
to Seattle, Wash." 
Q. I think that table is made up on the same 
pasis as the longitudinal table on page 94. 
A. That is right, yes, sir, 
Q. And unless there is something special about 
it, I think those figures syeak for themselves, and I 
do not think you need to take up any particular 
example, 
A. YS6R 1S Les 
Q. Have you a statement showing a comparison 
of the rates on grain, with the per car and per car 
mile revenues from points in Western Canada to Fort 
William compared with Western United States points 
to Duluth? 
A, Yes, sir. 


MR, CARSON: This statement will be 


Exhibit 163. 
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EXHIPIT No. 163: Filed by : Canadian Pacific 
Mr. Carson: Railway Company - 
: Statement showing 
': Retes on Grain with 
- Per Car and Per Car 
: Mile Revenues from 
: points in Western 
: Canada to Fort 
: William compared with 
‘' 3 Western United States 
: to Duluth. 
MR. FRAWLEY: I think, Mr. Chairman, for 
the record, that we should say we think this is 
getting very close to transgressing the ruling of the 
Commission, that they would not examine the compensa-= 
tory character of the rates, so there will be no 
misunderstanding later about our position. 
THE CHAIRMAN: You say the competitive 
character of the rates? 
MR, FRAWLEY: No. The compensatory character 
of the rates. The Commission has ruled that out, and 
I think that this exhibit which attempts to show the 
per car and per car mile revenue in Western Canada on 
this grain is -=- without my examining 4t closely; this 
4s the first time I have seen it -- it would seem to 
be coming close to making out 4& case that they are 
not compensatory. 
THE CHAIRMAN: We shall have to examine it. 
‘MR. CARSON: We are not introducing a cost 
study at all. This is 4 comparison of revenues, 
THE CHAIRMAN: Have we got it before us? 
MR. CARSON: It is Exhibit 163 and it is 
entitled: 
"Statement showing Rates on Grain with 
Per Car and Per Car Mile Revenues from points 
in Western Canada to Fort William compared with 
Western United States to Duluth." 
MR. CARSON: Q. Would you make your 
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comparison by reference to this exhibit? 
A. We will use the same three examples that I have 
been using to Fort William, as compared to Duluth, 

From Winnipeg to Fort William, for a distance 
of 420 miles, the rate is 14 cents, and the revenue per 
car, on the basis of 98,832 pounds is $138.36, producing 
& revenue per car mile of 32.9 cents. 

Q. Yes? 
‘ A, While from York, North Dakota, to Duluth, for 
a distance of 420 miles, the rate is 35 cents per 100 
pounds; the revenue per car on @ basis of 101,000 pounds 
is $353.50; and the revenue per car mile is 84.2 cents. 

G.. Leet 

A. The next comparison, from Regina to Fort 
William, for 776 miles, the rate is 20 cents; the 
revenue per car, $197.66; and the revenue per car mile 
is 25.5 cents, 

From Whately, Montana, to Duluth, for a 
Gistance of 772 miles, the rate is 55 cents; the revenue 
per car is $555.50; and the revenue per car mile is 
72 cents, 

From Calgary to Fort William, a distance of 
1242 miles, the rate is 26 cents; the revenue per car 
is $256.96; and the revenue per car mile is 20.7 cents. 

While from Eureka, Montana, to Duluth, for 
a distance of 1240 miles, the rate is 79 cents; the 
revenue per car is $797.90; and the revenue per car 
mile is 64.3 cents. 

Q.. “Yes? 
MR, FRAWLEY: Q. But Alberta grain does not 


move to the lakehead. It moves to the Pacific coast 


terminals? 
A. Not all of it. There is a lot of it which 
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moves to For’ William from Alberta, 

Q@. When they are crowded at the terminals? 

Ay Nos .sir, Normally a lot of the grain in 
Alberta moves to Fort William and Vancouver, 

MR. CARSON: Mr, Frawley will be glad to know 
that. 

MR. FRAWLEY: There is something on file 
which shows how much of it -- 

COMMISSIONER INNIS: Q. Would it not be 
possible to get figures to show the number of cars which 
move to these respective places? t makes a little 
difference how much volume is involved, 

A. We could get it for you from points on our own 
line. 

Q. But not on the American lines? 

A. We might get it if I asked them for it. But 
there is a heavy movement of grain from Minnesota, 
North Dakota, and Montana to Duluth. 

Q. Compared with York to Winnipeg, what would be, 
roughly, the per cent? 

A. Winnipeg, which is 4 shipping point of grain, 
would be small; but it is all the points in the area, 

I mean, there are hundreds of points in the tariff; 

but in my rates to Fort William I selected these points 
for comparative purposes so that they would be readily 
recognized in discussion, If I picked some unknown 
country point, we would not just realize where it was. 

Q. I think it puts too much emphesis on the mileage 
and not enough on the volume which moves. 

A. As far as the distance is concerned, the rates 
are the same on any point in that distance, no matter 
whether it is a city or a country point. 


THE CHAIRMAN: Q, Does wheat from Montana 
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for instance for the mills in Minneapolis and St. Psul 
move via Duluth? 

A. For the mills -= no, sir. But the rates from 7 
shipping points to Minneapolis are the same as to Duluth; 
but the milling companies at Minneapolis would not draw 
their wheat -- 

-Q. Would not what? 

A. Would not draw their wheat from Duluth. They 
usually draw it right from the country points. 

Q. That is what I thought. 

COMMISSIONER INNIS: Q. Do I understand you 
to say that the rate, to all intents and purposes, is 
wiped out between Minneapolis and Duluth? 

A. Wiped out? | 

Qs <On. 

A, If you look at one of the maps in this appendix, 
let us say page 93, it does not show Minneapolis. I 
thought that it might. But if grain is moving from 
these points to Duluth, the points shown on the map for 
the storage, for the elevators and reshipment by boat 
down the lakes to Buffalo, the movement is to Duluth. 

But if you 4re having a movement of grain, 
and you have, from the same points in North Dakota or 
Montana to the several milling companies at Minneapolis 
or St. Paul, I do not think the grain would go into 
Duluth and out again. I think it would go direct to 
Minneapolis. But the rates to Minneapolis are the 
same as to Duluth. 

Q@. They are the same 4s to Duluth? 

Re Yee, StPy- oss product is reshipped by the 
mills at Minneapolis to United States destinations, 

MR. EVANS: That is a milling and transit 


arrangement, much the same 4s we have in Canada. 
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THE CHAIRMAN: What is that? 

MR. EVANS: Q. It is @ milling and transit 
arrangement? 

A, Not at Minneapolis. The rates break there just 
the same as at Fort William. Tney pay the rate into 
Minneapolis, and the rate out, just as they pay the rate 
into Fort William, and the rate out. 

THE CHAIRMAN: We shall take a few minutes 
recess, 

---Recess. 
---Upon resuming: 

MR. CARSON: Q. Mr. Jefferson, I think you 
were dealing with Exhibit 163, and you had referred to 
three illustrations by way of comparison. Is there any- 
thing more on that statement that you would care to point 
to? 

A. I was going to mention that the car mile 
earnings shown in the Exhibit 163 to Fort William should 
be compared with the car mile earnings shown in the 
middle of the statement for all traffic on the Canadian 
Pacific in the Prairie and Pacific regions, as 34 cents, 
while the revenue per car mile to Duluth could be com- 
pared with the revenue per car mile earnings on all 
traffic on the Great Northern, of 39.2 cents, 4nd on 
the Northern Pacific of 39 cents. 

Q. Yes? 

A. Now, the exhibit also explains, at the bottom 
of the page, the source for the average weights per car 
used. 

Q. That speaks for itself, I would assume. 

A. Yes, sir. 

Q. Have you a statement showing 4 somewhat 
similar comparison from points in Western Canada to 


Vancouver, compared with Western United States to Seattle? 
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A. Yes, sir, 


Q. MR. CARSON: This statement will be Exhibit 164, 


EXHIBIT No. 164: Filed by : Canadian Pacific 
Mr. Carson: Railway - Statement 
: showing Rates on 
: Grain with Per Car 
: and Per Car Mile 
: Revenue from points 
in Western Canada to 
: Vancouver, B.C., 
> compared with Western 
: United States to 
: Seattle. 
COMMISSIONER INNIS: These two sheets are 


attached together. 

MR. CARSON: Yes, But I thought it might save 
confusion if we gave each a separate number. 

THE CHAIRMAN: Exhibit 164 will be the second 
of these sheets? 

MR. CARS@N: Yes. Thank you, my lord, 

THE WITNESS: Now, this Exhibit 164 shows: 

"Rates on Grain with Per Car and Per Cer Mile 

Revenue from points in Western Canada to Vancouver, 
B,C., compared with Western United States to 
Seattle," 

MR. CARSON: Q. Since this exhibit is made 
up on the same basis 4s Exhibit 163, would you agree 
that it speaks for itself and that perhaps you need 
not take the time to draw attention to any of the 
details? 

A. I would think so, unless the Commission want 


to ask some questions about it. 
Q. The important thing is to compare the revenue 
per car basis for the Canadian movement with the revenue 


per car basis for the United States movement? 
Aa Xos,. Bers 
COMMISSIONER INNIS: Q. There would be grain 


moving from Regina and Saskatoon to the Pacific coast? 
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A, There is very little movement of grain from 
Saskatchewan to th> Pacific coast for export. 

The cnly movement from Seskatchewan to 
Vancouver for export would be flour for export, where 
the grain originates in Saskatchewan and is milled in 
transit at points such as Saskatoon and Moose Jaw, and 
the product is reshipped to the Pacific coast for export. 
There is a movement of that traffic. 

THE CHAIRMAN: What was the case before this 
last war? 

A, On grain out of -- 

Q. Yes. 

A. No, sir. I have over a period of years the 
movement of grain from Saskatchewan and Alberta to 
Vancouver for export, so far as the Canadian Pacific 
Railway its concerned, and I do not think, of the total 
movement to the Pacific coast, that the Saskatchewan 
movement ever reached 5 per cent. It was very small. 

Q. I see. 

COMMISSIONER INNIS: Q. Would you say that 
the same held true for these points in the United 
States, such as Culbertson? There would be & very 
small amount moving to the Pacific coast? 

A. TI would not think there would be @ heavy 
movement of grain from North Dskota points to Seattle 


for export, no, sir. 


MR. CARSON: Q. Then I think you have a 
statement showing: 
"Comparison of Canadian Pacific Railway 
(Prairie and Pacific Regions); Great Northern 
Railway and Northern Pacific Railway Revenue 
per Ton Mile on Grain and Grain Products with 


All Traffic, Year 1948." 
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A. Yes, sir, 


MR. CARSON: That will be Exhibit No. 165, 


EXHIBIT No. 165: Filed by : Statement showing 
Mr, Carson: Comparison of Cenadian 

: Pacific Railway 

: (Prairie and Pacific 

: (Regions); Great 

; Northern Railway and 

>: Northern Pacific Reil- 

: way Revenue per Ton 
Mile on Grain and Grain 
Products with All Traffic 
: Year 1948, 


oe ef 


MR. CARSON: Q. Would you tell the Commission 
what that exhibit shows? 
A, Exhibit 165 is: 
"Statement showing Comparison of Canadian 
Pacific Railway (Prairie and Pacific Regions); 
Great Northern Railway and Northern Pacific Railway 
Revenue per Ton Mile on Grain and Grain Products 
with All Traffic, Year 1948." 
Q@. Yes; what is the significance of these figures? 
A, First I would like to point out the revenue 
per ton mile on grain and grain products in comparison 
with all traffic in the Prairie and Pacific regions of 
the Cenadian Pacific Railway, and on the lines of the 
Great Northern and Northern Pacific, for the year 1948, 


(Page 15230 follows) 
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It will be seen from this exhibit that in the Prairie 
and Paci fic regions of the Canadian Pacific Railway 
the revenue per ton mile on grain and grain products 
was 0.55¢ and for all traffic 1.03¢. 

COMMISSIONER ANGUS: Do these include grain 
moving at rates appropriate to domestic consumption? 

A. Include all movement of grain and grain 
products, in Western Canada, yes, sir. I will have 
something further to say about that a little later. 
It is very striking to observe that on the lines of 
the Great Northern Railway the revenue per ton mile 
on grain and grain products was 1.33¢ and for all 
traffic 1.14¢. On the lines of the Northern Pacific 
Railway the revenue per ton mile on grain and grain 
products was also 1.33¢, while on all traffic it 
was 1.25¢. The statement also shows that the revenue 
per ton mile for the Canadian Pacific on all traffic 
except grain and grain products was 1.31¢. This 
may be contrasted with the Great Northern Railway 
whose revenue per ton mile on grain and grain products 
was 1.33¢, while on all traffic except grain and 
grain products it was 1.12¢. On the lines of the 
Northern Pacific Railway the revenue per ton mile 
On grain and grain products was also 1.33¢, and on all 
traffic except grain and grain products it was 1.23¢. 
Q. We are still on the subject that is dealt 

with on page 167 of Part I of our submission, and I 
think you want to explain the statements that are 
shown on pages 99-100 of the Appendix, also the graphs 
at pages 101-102 of the Appendix dealing with the 


average cash prices of wheat through Fort William and 


Minneapolis? 
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A. Well, first of all, I would like to file 
a substituted page 99 of the Appendix to Part I. 

Q. Which I think is going to give the same 
information as on page 99 but in different form. 

A. The very same information but in different 
form, as we thought the way it had now been made 
up would be more clear to every one. 

-EXHIBIT 166...filed by Mr. Carson 

Substituted Page 99 of Appendix 
to Part I of Canadian Pacific 
Submission. 

Q. Are you going to direct your evidence to 
Exhibit 166, which is the substituted page 99? 

A. Yes, sir. Now, Exhibit 166, substituted 
page 99 of the Appendix, shows the sources for the 
yearly average cash prices of wheat at Fort William 
and Minneapolis which will be referred to when I 
explain pages 101 - 102 of the Appendix. Now, page 
100 of the Appendix shows the prices of wheat, the 
yearly average cash prices of wheat at Fort William 
and Minneapolis from 1897 to 1948. 

Now, the grades of grain as shown in Exhibit 
166 are the same, that is, the high grade. Then we 
have shown the crop years and the sources from whieh 
the prices have been obtained, and the basis for the 
prices. Now page 100 shows that when the present rates 
On grain were established in 1899 to Fort William, 
the price, of wheat at Fort William was 70¢ per 
bushel. In 1948 the Canadian Wheat Board payment 
to the farmer, as announced up to February 24, 1949, 


was $1.75 per bushel, an increase of 150% above the 
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1899 price. Yet the freight rates remain at the 
1899 level. As I mentioned earlier this morning, 
the price of $1.75 per bushel paid up to February 
24, 1949, does not represent the final payment. 

COMMISSIONER ANGUS: Are both columns 
in Canadian dollars? 

A. No, sir. The Fort William eolumn would 
be in Canadian dollars, but the Minneapolis column 
would be in U.S. dollars. 

COMMISSIONER INNIS: Is there any way of 
indicating when the United States ceases to be 
influenced greatly by the export price? One 
assumes that the export prices get out of line and 
the fact that they do get out of line is as a result 
of change in domestic policy which presumably means 
a declining influence of the export market. Now, 
you could not give any rough estimate as to when that 
takes place? 

A. I could not answer that question, no sir. 

Q. One could get it presumably by simply 
looking at the exports of the United States? 

A. Yes, sir, but I have not done that. In 
comparison with what I have just stated, it will be 
found that the price of wheat in Minneapolis in 1899- 
1900 was 69¢ per bushel compared with the price in 
1947 - 1948 of $2.37 per bushel, or an increase of 
234%. Taking Whately, Montana, as a representative 
shipping point, the freight rate to Minneapolis or 
Duluth has risen by 373%. 

Now, pages 101 - 102 of the Appendix, they are 
the graphs indicating the trend in prices. Page 
101 is a graph of the trend in the price of wheat 


at Fort William, while page 102 is the graph of the 
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prices at Minneapolis. Now I have a further exhibit 
to offer which superimposes the graph on page 102 
on to page 101 of the Appendix. 
Q. And this will be Exhibit 167. 
..-EXHIBIT 167...filed by Mr. Carson 
Superimposed graphs on pages 
101 and 102 of Appendix to Part I 
of Canadian Pacific Submission. 
butrreunnes Now, it will be seen from 
Exhibit 167 /there is a similarity of the two graphs, 
and the similarity is most striking, except that in 
1918 the price at Minneapolis was higher than at 
Fort William. Furthermore, the price at’ Minneapolis 
has been progressively higher than at Fort William 
since the crop year 1944 -~ 1945. This no doubt has 
been due to government controlled prices in Canada. 

Q. I think the chart shows that the black 
line represents prices at Fort William and the red 
line represents prices at Minneapolis? 

A. That is.right. yes sir. 

Q. Now, have you any further comment to make 
on this, Mr. Jefferson? 

A. In view of the similarity in the fluctuations 
in prices as between Canada and the United States, 
it is difficult to understand how higher freight 
rates on grain would be ruinous to the Canadian 
farmer. In view of all that has been presented, it 
is most difficult to understand what reasonable 
argument could be advanced of inability to pay. 

Q. Now, Mr. Jefferson, by reference to pages 


168 - 169 of Part I of the Canadian Pacific submission- - 
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COMMISSIONER INNIS: Do you get an impression 
(if I may come back for a moment to your earlier state- 
ment, that is, in Exhibit 165) that while they may 
pay less on grain products, they do pay substantially 
more on traffic other than grain products, so it is 
not a matter of ability to pay, is it? 

A. What did you say about the other traffic? 

Q. On Exhibit 165 you have brought out rather 
Sharply the difference between the returns on grain 
and grain products and all traffic except grain 
and grain products which is 1.31 in the case of 
the Canadian Pacific? 

Aw OCYes,* sire 

Q. Whereas in the case of the Great Northern 
it has gone down to 1.12? 

AO Yeas’ Sie: 

Q. I assume that this means that the payment 
of the Prairie region on wheat is being made not 
directly by through wheat but by other traffic? 

A. Well, the exhibit shows that in the United 
States on the lines of the Great Northern and 
Northern Pacific the revenue per ton mile on grain 
and grain products is much higher than in Western 
Canada. It also shows, as you say, that on all traffic 
except grain and grain products, the ton mile 
revenue on the lines of the Great Northern and 
Northern Pacific is slightly less than on the 


Canadian Pacific in the Prairie Provinces. 


(Page 15238 follows) 
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Q. Well, I was just wondering as to your last 
Statement regarding the inability of the wheat producers 
to pay the rates, It is not a matter of inability; they 
do pay except they pay in other forms. 

A, Well, you mean by that that the rates on the 
other traffic would be lower if the rates on grain and 
grain traffic were higher? 

Q. Well, I assume thst is what you bring out 
in this. 

A. Yes, that is true. If the railways were 
obtaining 311 of the revenue they needed to meet 311 
their requirements and the grain rates were increased, 
the rates on other traffic would naturally be reduced, 
but when the railways are not getting the revenue 
they need, the increase in the grain rates should be 
made so that the other shippers would not have to pay 
the whole burden. 

Q. Well, the question is whether they do pay the 
whole burden. That rather worried me about the use of 
your word "inability". Now, presumably Parliament 
in the Crow's Nest Pass rates assumes that it is 
best to have the Canadian farmer in possession of 
substantial cash as a result of his wheat sales and 
low freight rates and to have him pay that increase 
in higher freight rates on products that he buys? 

hs But, of course, the farmer does not buy 
everything that moves in Western Canede, 

Q. No, that was perhaps too general a term, 

A. Well, the point I want to make is this. 

We know the railways are not getting ell the revenue 
they need. Now, every time we increase the freight 
rates, we have to increase them more on the other traffic 
because the grain rates remain stationery. Now, if 


the grain rates were increased the shippers and 
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receivers of other traffic, not only in the West but 
throughout Canada, would not have to pay es high an 
increase es they would if the grain rates were not 
increased. 

Q. But I essume that Parliament has decided and 
that presumably Parliament is supported particularly 
by public opinion in the West that this is the best 
way of meeting the situation. Now, the question is, what 
are the arguments against it? You can get your traffic 
or your revenue more easily, is that your argument? 

A. You. mean increasing the other traffic more 
and leaving the grain retes as they sre? 

Q. Yes. 

Ve Well, there sre objections to that. First, 
for the reason that I have given you that other 
shippers are required to pay a heavier burden than 
they should and another reason is that you get rates 
too high that for competitive reasons it affects the 
movement of other traffic. 

Q. Let us confine it to the Prairie Region? 

A. Yes, 

Q. Now, 2 certain amount of money goes into 
the Prairie Region in terms of money received from the 
Sale of wheat? 

AG Yes , sin, 

Q. That money will be paid out to the railways 
either for freight on goods which are bought with that 
or on the smount of revenue which it obtains atpoweay 
from the wheat? 

A. You mean if they get a lower rate on the 
wheat? 

MR. CARSON: They would pay more on the 
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A. Well, I don't think they would buy any more 
boots and shoes. 

COMMISSIONER INNIS: That is to say, it does 
not make any difference really? 

DP Well, I think it does because the Prairie 
Provinces do not make up all the deficiency. 

-Q. That is quite true. 

A. I do not see how you could seperate the 
Prairie Provinces, Here is one class of traffic on 
which you do not increase the rate and on other classes 
of traffic throughout the country the rates are in- 
creased. 

Q. Well, I am confining the argument to the 
Prairie Regions for the sake of simplicity and I am 
wondering whether the argument might not be put 
forwerd that this does, whatever else you may say, put 
some cash in the hands of the farmer who decides what 
he wants to buy? 

ie Well, I would ‘*ke to say this, that if the 
rates on wheat ey See in the West, the other 
traffic should be increased more in the West than in 
other sections of the country because they sre not 
paying their full share of the increase. 

Q. Yes, I see your point; I wderstand that, 
but I am not sure. We faced the argument in a larger 
sense, that is to say, is it better for the economy 
in the West and consequently for Cansda as a whole that 
there should be perhaps this over stimulation to wheat 
production and I am not sure that that wider argument 
hes been given much attention; we are more concerned 
with the detail. 

A. But I sm not aware of any reason why the shippers 


of grain and grain products in the Prairie Provinces cannot 
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pay more in transportation charges today than they paid 
in 1898. In fact, the rates today sare three cents below 
what they were in 1898. 

Q. But my srgument is that they do pay more but 
they pay it on other things es your Table brings out; 
they pay more on traffic other than grain? 

‘AG Thet is true; so does the East pay more. 

MR. CARSON: You sre saying everybody pays more 
on boots and shoes because of that? 

A. Yes, if you take the ton mile earnings in 
Eastern Canada on all traffic or on all traffic except 
grain and grain products, it would be more than shown 
on this Exhibit for the Paririe Provinces. 

COMMISSIONER INNIS: It would be interesting 
to get a comparison as to the situation in the Eastern 
regions. I suppose you have those figures? 

A. Oh, yes, I can prepare that for you. Of 
course, it would be much higher then this, 

MR. CARSON: Would you get thet for Dr. Innis 
then some time before we conclude? 

A. Yes. 

COMMISSIONER ANGUS: Is the case of the Canadian 
Pacific primarily that the legislation we ere discussing 
was bad when it was enacted or that it has become un- 
Suitable because of the movement of prices that accompany 
the products? 

MR. EVANS: I think primarily it gets down to 
this, that the development from that agreement has been 
so much broeder than the agreement envisaged that 
you have now imposed burdens on other people and on 
the railways to s far greater degree then wes ever 
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have foreseen et that stage the development of the 
railway in the West and the fact that 911 railways 
and all points of 811 railways would permanently be 
asked to bear the burden of this contract. And then, 
I don't think anyone could heve foreseen or at least 
I assume they did not that the Board should subsequently 
effect other rates in accordance with that contract, 
that is, to have its effect on domestic grain rates, 
to have its effect on export rates to the Pacific coast 
and also to have added to the tariff effected by the 
same agreement other commodities which are so closely 
related to the original commodities and which have newly 
developed and are 3 big factor. 

COMMISSIONER ANGUS: By the "originel burden" 
you mean the enactment of 325? 

MR. EVANS: 325.5. 

COMMISSIONER ANGUS: That is what you mean by 
the “original burden"? 

MR. EVANS: I mean that the agreement -- 

COMMISSIONER ANGUS: The agreement? 

MR. EVANS: Yes. 

COMMISSIONER ANGUS: That is going back to 
something else again. After all, as I understand it, 
it was an agreement to perform services in perpetuity 


at a fixed price in dollars which one may say now thet 


we know how the dollar varies -- it is no longer a gold 
dollar -- becomes a very improvident sort of contract 
to make? 


MR. EVANS: It is not on the basis of 
improvidence or the changing of the value of the dollar 
and we have not made any particular point of the changing 
value of the dollar but we have pointed out that that 


contract no longer is merely a burden on the Canadian 
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Pacific; it is a burden on all railwsys and there comes 
@ time when you cannot impose ea permanent burden on 
Shareholders because you cannot force 2 shareholder to 
bear e burden. He just says " I won't invest my money 
in an undertaking of that kind". 

Now, the question is, sre you going to 
recognize now that that is true. Now, the distinction 
I say between the agreement and the statute is this, 
thet Parliament were faced with a decision of the 
Supreme Court of Canada in which the chaotic result 
of the application of the sgreement in its own terms 
waS apparent. They had this violent discrimination 
a8 between points covered by the sgreement and points 
other than those on railwsys in existence at the time 
of the agreement and slso for points on other railways. 
Now, they had this chaos, as the Supreme Court described 
it, and the only remedy was for Parliament to do 
Something about it. Now, it does not seem to me that 
that action by Parliament at that time was once and 
for all a solution of this problem. We think that you 
have new situations srising. Parliament was trying to 
cure a chaotic condition st that time and they chose 
a way of doing it. Now, we ssy that fails and that now 
we should have some other solution. 

THE CHAIRMAN: Just for the purpose of having 
the records straight, are you sure that was the 
Supreme Court thet said there was a chaotic condition? 
I understand it was Commissioner Boyce and then the 
Supreme Court ssid "We'll, if as Commissioner Boyce says 
there is this very bad condition Parliament is in session 
now; perhaps they can do something sbout it now". 


MR. EVANS: Perhaps I was inaccurate in the 


way I put it. 
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THE CHAIRMAN: Going back to this original 
bargain itself whereby these rates were fixed as they 
Were fixed, would you say that it was a herd bargain 
on the Canadian Pacific Railway? 

MR. EVANS: I think it was a hard bergsin. 

THE CHAIRMAN: I understand that you carried 
the wheat at less than that rete for a long period of 
years. 

MR. EVANS: I think it was a hard bargein on 
the Canadian Pacific Railway. 

THE CHAIRMAN: Why do you say it was a herd 
bargain when you got along by charging less than you 
were suthorized to charge? 

MR. EVANS: Well, I think that the shareholders 
of the Canadisn Pacific Railway actually had to forego 
in those days some measure of earnings and I would 
suggest out of 311 proportion to the $3,400,000 thet 
wes paid to the Company as a subsidy. 

THE CHAIRMAN: But I am talking about earnings -- 
the rates which you in fact did charge for something like 

12 or 13 years, and which must have been a com- 
pensstory rate? 

MR. EVANS: I have no doubt they were com- 
pensstory. 

THE CHAIRMAN: And it was a compensatory rate 
below the level of the Crow's Nest authorized rate? 

MR. EVANS: You ere speaking now of the 
Manitobs Agreement? 

THE CHAIRMAN: Yes. 

MR. EVANS: Of course, thre Menitoba Agreement 
wes really a partial outgrowth of tthe Crow's Nest Pass 


Agreement. 
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THE CHAIRMAN: I know it was, and then for 
competitive reasons you had to change the rates? 

MR. EVANS: Yes. 

THE CHAIRMAN: But according to the rule of 
competitive rates which we have always been told is 
issued by your Company, thet competitive rate must have 
provided a measure of compensation? 

MR. EVANS: I think so, 

THE CHAIRMAN: During those years. Then, 
according to your contention then a radically different 
state of affairs has grown up since 1914? 

MR. EVANS: Yes. My point really does not 
altogether depend upon whether the measure of the rate 
at thet time was compensatory. We say that perhaps 
without that agreement -- 

THE CHAIRMAN: As I say it must have been 
compensatory since you could give a competitive rate 
lower than authorized? 

MR. EVANS: Yes, it must have been. I think 
that is quite clear but it does not follow that there 
was not a burden imposed on the Company and its share- 
holders by reducing those rates at that time and throughout 
that period. 

THE CHAIRMAN: Well, at that time the burden 
would heve been more or less, es my colleague on my 
right says, en improvident bargain made to last for 
perpetuity on account of the fluctuation in money 
value and so on but for those 12 or 13 years it was 


not s burden? 


MR, EVANS: It was a burden but not one that 
the Company could not. bear; in other words, the share- 


holders ssid: "We will be content with less by way 


of earnings." 
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THE CHAIRMAN: If you had been suthorized to 
charge higher rates by this egreement and did not charge 
them, you could have still che wed a lower rate 
to meet competition and received compensation out of 
that? 

MR. EVANS: I would think that was extremely 
difficult. 

THE CHAIRMAN: Well, you did it. 

MR. EVANS: We did it because when the Manitoba 
Agreement was made they were looking around presumably 
for some means by which the Canadian Northern could 
give Manitoba something for something the Canadian 
Northern got in the Agreement. They found that and 
in making thet Agreement they forced the Canadien 
Pacific to take something less. Now, it does not follow 
that that agreement should have been made, st least 
not on that basis, if the Crow's Nest level of rates 
had not previously been adopted by the Crow's Nest Pass 
Agreement. 

THE CHAIRMAN: I om saying that whatever the 
reason was, you did make an egreement to meet a certain 
competition, which, according to your definition must 
have given you a certain measure of compensation, and 
which, nevertheless, was lower than the authorized 
Crow's Nest rates? 

MR. EVANS: Oh, yes. 

THE CHAIRMAN: That went on for 3 period of 
time and then I take it from you, you say thet things 
have changed so radically since, say, 1914, and the 
burden, es you call it, has been extended to such a 
degree over your line which did not then exist and 
over other lines which, of course, did not exist that 
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MR. EVANS: I would like to add that the 
Manitoba agreed rates were apparently thought by the 
Board to be too low at the time that this matter 
wes being discussed, 

THE CHAIRMAN: Well, we sre talking of 1917? 

MR. .EVANS: Yes, and after the war, too, sir, 
because they said "Thst agreement is not binding" and 
the Supreme Court of Canada held that was right. 

THE CHAIRMAN: Yes, I know that. 

COMMISSIONER ANGUS: My question was really 
concerned not with the original agreement but with 
the post war legislation -- post first war, and really 
it was this; was that at the time when it was passed 
an unfair settlement or is your contention rather that 
it is a settlement that should be revised in view of 
an unexpected inflation in prices because obviously 
en inflation in prices, if it were big enough, would 

throw out any fixed price legislation and make it unfair? 

MR. EVANS: I would say on both grounds. 

I think any legislation of that kind was most unwise 

as ea matter of legislation. That would be my position, 
and too the unwisdom of it is shown by the second point 
you made in part. 

COMMISSIONER INNIS: Mr. Jefferson, would you 
care to say what you think the rates on wheat should 
be? 

THE WITNESS: Well, I am coming to that later 
on, but I em not saying what the rates should be but 
I am saying what they would have been if certain things 
hed happened in 2 different woy. But now, I do not 
know if we sre not going to be permitted to determine 
whether the rates are compensatory or not whether I 


would want to say. 
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Q. You would not make a guess as to whet you think 
would be a reasonable rete? 

A. I would not care to at the moment, no sir. 

Q. You would think it would be appreciably higher? 

A. Quite ea bit higher, yes, sir -- substantially 
higher. 

Q. In thet case, you do not think that would imply 
a disturbance to the economy that would be unreasoneble? 

A. That it would affect the economy of Western 
Canada? 

Q. Yes. 

A. I would not think so, no sir. 

Q. That you could suddenly reverse policy that 
has been in operation since 1898 without creating any 
disturbing effects? 

A. I think the Western shippers could afford to 
pay 2 higher rate on the wheat to Fort William. 

Q. I do not think it is 9 matter of affording to 
pay it; it is a matter as to whether it is wise to 


suddenly reverse the fashion in which they ere paying? 
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A. Whether it is wise or not -- 

MR. CARSON: .. To suddenly reverse the fashion 
in which they are paid? 

A, Suddenly reverse what? 

Q. The fashion or pattern of these rates? 

A There is no other commodity which has rates 
below BCs. and prices are so much higher than they were 
in 1898. 

COMMISSIONER INNIS: Q. You have not thought of 
the economy as a whole and as to the repercussions that 
would follow a sharp increase in grain rates and presumably 
a deoline in other rates? 

A. A decline in other rates? 

Q. That is the inference that I have made. 

A. My own personal view is it would not affect 
the economy of western Canada if grain rates were 
substantially increased. 

THE CHAIRMAN: Q. Would you go this far? 

Would you say that there ought always to be a difference 
between export grain rates and domestic grain rates? 

A Within western Canada? 

Q. Well, in Canada, that the rate for carrying 
grain for domestic purposes should reasonably be higher 
than the rate for carrying it for export purposes, or 
putting it the other way around, export wheat should get 
a preferential rate over domestic shipments in some 
degree? 

A. T would answer that by saying that as Canada is 
very prominently an exporting country it would not be 
unreasonable to have a lower rate on export traffic than 
on domestic movements, but I think there 1s a misunder- 


standing about these grain rates to Fort William, because 
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there is no difference there. Whether they are for 
domestic or for export movements the Crows Nest Pass 
rates to Fort William apply whether the grain or the 
product of the grain is destined to points in eastern 
Canada or whether it is destined to points in the eastern 
United States or whether it is to go to the Canadian or 


United States Atlantic seaboard ports for export. 


Q. Where does seventy-five per cent of it go in 
reality? It goes outside of Canada, does it not? 
A. I would say yes, sir. 


Q. What percentage of the United States wheat crop 
goes outside of the United States? 

A. It would be a small percentage in comparison 
with Canada. 

Q. The problem is much more of a national one for us 
than it is for the American people? 


A. Yer, Bit, +b 26. 


COMMISSIONER ANGUS: Q. If section 325 were repealed 
and the rates were determined under the procedures of the 
Board, would you expect export rates for grain to be 
below the ceiling, to be what have been called market 
competitive rates fixed by the railways below what they 
are .entitled to charge, or would you expect them to be 
rates at the ceiling fixed by the Board as just and 
reasonable? 

A. I would expect them to be fixed in the way you 
express it by the ceiling as ijust and reasonable rates. 
I would not think they would be established on a basis 
of what you call competitive rates because in the way we 
make competitive rates they are not rates in competition 


with some other mode of transportation. They would be 


normal rates. 
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Q. They might be in competition with some other 
source of supply? 

A. Quite so. 

Q. And I think we have been told of rates made 
to facilitate market competition? 

A. 3M <3 9 

Q. Outside of Canada? 

A. That is right. 

Q. I wondered whether or not these rates would 
come under that heading? 

MR. CARSON: Q. I do not know whether you 
understood Dr. Angus' question. Does this point it up? 
If you give him what the standard class rate is on grain, 
what the commodity mileage rate is on grain and what the 
Crows Nest Pass rate is on grain will that point it up? 

nS Yes, sir, I could give him that. 
Q. I am not sure whether you heard the question. 
oP I don't know what the standard mileage rate is. 
Q. I think that will show that even now we are 
not operating up to the ceiling of the standard class rate. 
A. From Winnipeg to Fort William for 420 miles -- 
I don't know what the 8th class standard mileage rate is 
because that is the class that grain and grain products 
take, but the Crows Nest rate is 14 cents and the 
prairie commodity mileage rate is 30 cents. 
MR. EVANS: Q. The class rate would be above 
that? 
Ae The class rate would be higher than 30 cents. 
58 cents would be the 8th class standard mileage rate. 
We would not increase the Crows Nest rates to the standard 
but we would make rates on the grain to 


mileage rates, 


Fort William on what we term special commodity rates, 
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but not necessarily competitive rates. 

COMMISSIONER INNIS: Q. You nave not Sendo 
available statistics on exports of wheat from Canada 
compared with exports from the United States? I 
think we can get that ourselves, but I wondered whether 
you might have it there. 

A, I have not it here, no, sir, but I could get it 
For you. 
Q. I presume we can get it from our own officers. 


THE CHAIRMAN: We will adjourn now. 


At 1.00 p.m. the Commission adjourned to 


resume at 2.45 p.m. 
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AFTERNOON SESSION 


C. E. JEFFERSON, RECALLED 
EXAMINATION BY MR. CARSON (CONT'D) 

MR. CARSON: Your lordship asked this morning 
about the expression "chaos', whether it appeared in the 
Supreme Court judgment or Mr. Commissioner Boyce's 
Judemené:* Your lordship will notice that at page 156, 
where we quote a passage from Mr. Justice Anglin's judg- 
ment, it does appear in the first sentence of that passage 
in this way: 

"If, under the existing law, unreasonable 

rates must be imposed or unfair discrimination 
sanctioned, with the resulting chaos and other 
411 effects so graphically portrayed in the 
opinion of Mr. Commissioner Boyce, the remedy 
lies with the high court of parliament." 

THE CHAIRMAN: That is right. Does the judgment 
not show that Commissioner Boyce, who had access to certain 
material, had found on that material just what he said 
there -- chaos. 

MR. CARSON: I think so. 

THE CHAIRMAN: The judge says if unreasonable 
rates must be imposed, but he refers to Commissioner Boyce. 

MR. CARSON: He seems to recognize there would 
be chaos. 

THE CHAIRMAN: I do not think the Supreme Court 
was asked to find whether or not there was a state of chaos, 
were they? 

MR, CARSON: I do not suppose so. 

THE CHAIRMAN: If I remember the case I think 
Commissioner Boyce did refer to certain material that 


was there as his authority for describing the situation as 
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chaotic, but that was not before the court. That is my 
recollection. 
MR. CARSON: I rather took it -- 
THE CHAIRMAN: ‘nyhow, there it is; it is set 
out properly, of course, at page 156. He says: 
"Whatever remedy, if any, it may in its 
discretion consider necessary or desirable can 
be speedily afforded." 
Then as a resuit parliament was asked to do something. 
MR. CARSON: Yes. 
ee Then, Mr. Jefferson, with reference to Part bh, 
at pages 168 and 169, you have a graph at page 104 of the 
Appendix, and I think you were going to explain what that 
graph shows. 
A. The graph at page 104 of the Appendix shows in 
detail the history of the rates on wheat from Regina to 
Fort William for a distance of 776 miles from prior to 


August, 1898, to date. 


Q. yey 

A. That is line 1 of the graph. 

Q. Yes? 

A Line 1, Regina to Fort William -- actual. 

Q. Those are the actual rates that have been in 


force as shown by the chart? 

A. Yes, sir. Line 3 shows in detail the history 
of the rates on wheat from Whately, Montana, to Duluth 
for a distance of 772 miles from prior to August, 1898, to 
date. Lines 1 and 3 show in graphic form in detail 
the intimation contained in the table at page 89 of the 


Appendix. 


Q. What does line 1 show with reference to changes 


in rates? 
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A. Line 1 shows that no change whatever has occurred 
in the rate from Regina to Fort William since July, 1922, 
at which time the rate was reduced 9 cents per 100 lbs. 

Q. Yes? 

A. Furthermore, the present rate of 20 cents was 
the rate established in 1899, the final reduction resulting 
from the Crows Nest Pass agreement, and is 3 cents below 
the rate prior to August, 1898. 

Q. That is shown over on the left-hand side? 

A. Yos,, Sif. Line 3 on the other hand shows the 
very substantial increase which has taken place from 
Whately to Duluth which was at a low point in 1932 of 
34 cents and is now 55 cents, representing an increase 
of 21 cents or approximately 62 per cent. 

Q. What does line 2 indicate? 

A. Line 2 indicates what would have occurred to the 
rate from Regina to Fort William had not the Crows Nest 
rate of 1898 of 20 cents been restored in July, 1922, and 
had the August, 1922, general reduction and the 1948 general 
increase of 21 per cent, also the interim increase of 8 per 
cent in October, 1949, been applied to the December, 1921, 
rate of 29 cents, had this occurred the rate to-day would 
be 36 cents instead of 20 cents. Had this procedure 
been followed the rate of 36 cents from Regina to Fort 
William would now be 19 cents below the rate from 
Whately, Montana, to Duluth compared with the spread in 
December, 1921, of 11 cents. 

Q. Yes? 

A. The present rate from Regina to Fort William of 
20 cents is 35 cents below the rate from Whately to Duluth 


of 55 cents. 
i. Mr. Jefferson, there is a table at page 169 of 
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Part 1 showing a comparison of revenue from grain and 
other traffic in western Canada in relation to service 
performed. Are there any matters respecting that table 
which you think should be emphasized? 

A. Yes, Sir. This table was prepared to show that 
the Crows Nest rates on grain and grain products in western 
fanada are now making a smaller contributien to railway 
revenue in proportion to the service performed than is ob- 
tained from other traffic. The relation to the ton miles 
and revenue for grain and grain products compared with all 
other traffic is most interesting. 

Q. This table shows a comparison of the revenue per 
ton mile received from grain and other traffic in western 
Canada. Have you any comment to make on that? 

A. It seems important to keep in view that the 
revenue per ton mile on grain and grain products in 1916 
was 0.47 cents and in 1948, 0.55 cents, an increase of 
0.08 or 17 per cent. 

@. That is .08 cents? 

A. Yes, sir, or 17 per cent, while on all other 
traffic the revenue per ton mile in 1916 was 93 cents 
and in 1948 1.31 cents, an increase of 0.38 or 41 per 
cent. 

Q. Yes? 

A. I may say the increase in the revenue per ton 
mile on grain and grain products in 1948 compared with 
1916 -- 

Q. That is the 0.08 cents? 

A. Yes, sir -- is attributable to the increases 
which occurred in the intra Canadian rates on grain and 
grain products not subject to statutory limitations, and 


in the international rates on such commodities. The 
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point I wish to make is had not the intra Canadian and 
international rates on grain and grain products, which 
were not subject to statutory limitations, been higher 
in 1948 than in 1916 the revenue per ton mile on grain 
and grain products in 1948 would undoubtedly have been 
approximately the same as in 1916. Perhaps I may add 
there, Mr. Carson, that I said that neither the 21 per 
cent or interim 8 per cent increases applied to intra 
Canadian movements of grain and grain products in western 
Canada, That is correct, but the prior increases in 
rates, the 25 per cent inerease and the 4O per cent 
increase in 1918 and 1920 did apply to intra Canadian 
rates in western Canada. 

COMMISSIONER INNIS: Q. Have you any indication 
as to the implications of the depression on these figures? 
What would have happened in 1930, 1931 and 1932? 

A. In the ton mile? 

Q. Yes. 

A Well, ton mile earnings on grain and grain 
products in those years would not have changed. 

Q. Volume would not make any difference? 

A. Not the volume of grain and grain products, no, 
sir, because apart from the size of the crop the grain and 
grain products that do move are fairly well distributed 
all over the prairie provinces, and the ton mile earnings 
might go up and down a little bit, but it would be very 
slight. 

Q. It would not make much difference? 

A. No, sir. 

MR. FRAWLEY: Q. Would Mr. Jefferson have this 
same information on a car mile basis? 


A. On grain and grain products? 
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Q. The same information as you have on page 169 
for the same years. You show revenue per ton mile in 
cents. Would you have the revenue per car mile? 


A. No, Bir. 


Q. You did not do it that way? 


Re We have not, so far as I know, any statistics 
figures 
that would enable us to do it. We have/showing our 


car mile earnings on all traffic, but not our car mile 
earnings on different commodities. 

Q. And that could not readily be obtained? 

A. I would say it could not, no, sir. One reason 
would be that your grain and grain products traffic has 
transit arrangements, and you have rates into the mill 
and rates out. I do not think a figure would be obtain- 
able at all. 

MR. CARSON: Q. Mr. Covert was wondering how 
you got the revenue per car mile figures on Exhibit 163. 

A. That is a mathematical computation for individual 
movements at given rates from and to a specific point on 
the basis of the average loading per car. You can determine 
that, but you cannot determine your car mile earnings for 
all movements of grain and grain products. 

MR. CARSON: Does that answer your question, 


Mr. Covert. 


MR. COVERT: Yes. I shall pursue it further 


later. 


MR. FRAWLEY: Q. Mr. Jefferson, I am told you 
would only need the average loadings to turn it from ton 


mile into car mile? 


A. But you would need your car miles. 
Q. You would need the car miles? 
A. Yes, sir, number of cars, car miles. 
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Q. Is that information not available? 

A. Not by commodities that I know of. 

Q. Well, what cannot be done cannot be done. I am 
instructed it would be very helpful and would throw some 
light on the table which you have on page 169 if we had 
it expressed in terms of car miles. 

A. I do not think the figure is obtainable at all. 

MR. CARSON: Q. When we were discussing the 
table on page 169 of Part I of the submission you 
pointed out that the revenue per ton mile on all grain 
and grain products in western Canada was .55 cents, and 
as I understand you that included grain traffic moving 
at rates other than the Crows Nest rates? 

A. Yes , Sir, 

Q. Have you any estimate as to the present revenue 
per ton mile on grain traffic in western Canada which moves 


solely at Crows Nest rates? 


(Page 15260 follows) 
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A. We have not any, I might say, precise figure. 

Q. Yes? 

A, In order to measure the extent to which the 
revenue of 0.55 cents per ton mile on grain traffic 
exceeds the revenue from traffic carried at Crows Nest 


Pess rate, a calculation was made by taking the rates at 


representative shipping points on each subdivision and 
calculating arithmetically the average of the revenue 
which would be derived from shipments from each of these 
points, 

It is true that by using an arithmetical 
average, the result is not weighted to reflect the 
variation in volume from different points. 

No one arithmetical average indicates that the 
revenue from the Crows Nest Pass grain is only 0.49 
cents per ton mile. 

Q@. What have you to say as to the reasonableness 
of that? Is it a reasonable estimate? 

A, I would, but,in saying so, I am of the opinion 
that it is conservative and too high rather than too low. 

I make this statement in the belief that the 
heavier movement of grain is from points of longer 
distances with lower ton mileage than for the shcrter 
distances with high ton mileage Pevenue. 

The unweighted arithmetical average to which 
I have referred was determined by taking the first 
station and each additional station of 50 miles distance 
in each subdivision in the Prairie Provinces where grain 
and grain products originate. 

Q. I take it from what you have said that you 
are of the definite opinion that the statutory rates 
ur from the Prairie Provinces 
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are too low. Have you any further observations you 
desire to make on this subject? 

A. Yes, sir. I am very strongly of the opinion that 
any rates today which are below the 1898 level are too 
low and not in proper relation to rates on other come 
modities which are on & much higher basis. 

As far as I know, no one ever attacked western 
grain rates on the basis that the rates published pursuant 
to the Crows Nest Pass agreement were too high. 

This, in itself, should be sufficient to prove 
that the rates are too low, having regard to the level 
of wages and cost of materials and supplies today, in 
comparison with such costs fifty years 4go. 

MR. MecPHERSON: I am afraid that we are getting 
into the question of compensatory rates. | 

MR. CARSON: I do not think so, Mr. MacPherson. 

THE CHAIRMAN: I do not think so. 

MR. CARSON: Q. Will you please read the 
summary beginning at page 188, as taken by the Canadian 
Pacific and as set out at that page of the submission? 

A, “Summary - The submissions of Canadian Pscific 

Railway on this matter may be summarized briefly 


as follows: 
1. In fairness and equity, these rates should 
be regulated in the same way and by the same 
tribunal as rates on other traffic. 
2. The level of grain rates in Western Canada 
4s less than half that for comparable movements 
of grain in the Western United States. 
a. whack fe 
MR. FRAWLEY: I do not think that paragraph 3 
n view of the fact that the Commission 


should be read, i 


has ruled that the company is not to be permitted to 
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prove it, Mr. Chairman. 
THE CHAIRMAN: But it is in the record now, 
They simply allege they are not compensatory. They have 
always alleged that. I have been striking that out. 
As I have said, repeatedly, this is not a trial. 
THE WITNESS: 
"3, Under present conditions, the 'Crow's 
Nest'level of grain rates is not compensatory. 
4, If, as a matter of national policy, the 
grain growing industry in Western Cenada 
should at any time require to be subsidized, 
the subsidy should be paid directly to the 
industry by the Government of Canada out of 
general tax monies." 
COMMISSIONER INNIS: Q. What sort of con- 
ditions do you hae in mind? 

ne What sort of <-- 

Q@. Conditions, under which a subsidy might be 
granted? 

A. I have in mind over 4 depression period. 

Q@. In a depression period you would rather insist 
that the rates remain at the same level, and that the 
aifficulty be made up by the Government? 

A, Yes, sir, And again, you have a period, let 


us say, where some area would only get @ partial crop, 


and they might need some assistance, whereas the farmer 


who had a@ good crop might not need 4ny assistance. 
Q@. Do you think the railroad should be entitled 
to take the line that the rates should remain rigid? 
A, I would not say that we should take the position 


that once a rate was established it should be rigid 


forever; no, sir. I do not think that the railways 


have sever been found not to give consideration to any 
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very serious situation, no matter what the traffic is, 
if they feel they should give some measure of relief. 
We have never taken that attitude. 

Q. Would you leave that entirely to the discretion 
of the railways? 

A. Well, I would, yes, sir. 

Q. You would not assume that the Board had any 
jurisdiction over that problem? 

A, No, sir. I would feel that the railways were 
in a better position to determine what emergency relief 
was necessary, rather than the Board of Transport Com- 
missioners, because I think the railways are more 
familiar with conditions all over the country. They 
are bound to be. 

Q. But the opinion of the railways might not 
coincide with the opinion of the regions concerned? 

A. That may be, yes, sir. 

Q@. Then it would mean that that opinion would 


have to be registered through Parliament; you would not 
admit of it having any influence on the Board, so there 
is only one other alternative? 

A. I would not think it would be with Parliament, 
either. If such a situation arose, and the shippers 
thought their rates were too high, they could always 
appeal to the Board of Transport Commissioners to have 
the rates reviewed. 

Q@. Would you not have, in the case of 4 depression, 
the type of emergency which you have in mind, with, 
inevitably, the public expressing its views in Parliament 
politically, unless you have some idea of a much more 
effective board? 

MR. CARSON: Q@. Isn't that the situation 


which your submission No. 4 4s designed to cover? I 
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mean your paragraph 4 on page 188? 

A. Yess 

Q. "If, as a matter of national policy, the grain 

growing industry in Western Canada should at any 

time require to be subsidized, the subsidy should 
be paid directly to the industry by the Government 
of Canada out of general tax monies." 

COMMISSIONER INNIS: Q. Yes; I was merely 

trying to find out what that meant. 
A, I agree with that; unless the railways thought 
that they should make some change in the rates them- 
selves. 
MR, CARSON: That decision would involve 
Parliament making some decision in what is required. 

THE CHAIRMAN: Governments do relieve afflicted 
areas such as Mr. Jefferson describes, in the way of 
seed grain advances and so on. 

MR. CARSON: Q. What is the next paragraph? 
Ace Nes 
Qo. Yes? 

A, "5, The price of grain in Western Canada has 

more than doubled since the present 'Crow's Nest! 

pasis of rail freight rates was established. it 
ts sound economics that these rates be permitted 
to find their proper level in accordance with 
changed conditions. 

6. The Crow's Nest rates are 4 pure 
historical survivél. They are not related either 
to the cost of service nor to the value of service. 
Changes which have occurred since they were intro 
duced have made them totally obsolete and their 
effect upon the railways and upon the rates 


charged on other traffic makes it dangerous to 
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retain them." 

Q. Have you anything further to add before we 
conclude this subject? 

A. Yes, sir. The Canadian Pacific would not expect, 
nor would they ask for rates as high as obtain in the 
Western United States for the same or similar distances. 

The Canadian Pacific is, however, strongly of 
the opinion that, in fairness to the shippers and receivers 
of all traffic, one class of traffic in one section of 
the country should not reasonably expect to receive pre=- 
ferred treatment at the expense of other classes of 
traffic., 

In seeking the repeal of the provisions of the 
Railway Act respecting rates on grain and grain products 
in Western Canada, it does so in order that the Board of 
Transport Commissioners may have jurisdiction over all 
freight rates in Canada, without exception, and that 4 
more equitable distribution of the transportation burden 
may be achieved. 

Before fixing the rates on grain and grain 
products in Western Canada, Canadian Pacific would expect 
a most thorough and detailed study by the Board. 

Q. Now, Mr. Jefferson, I am going to another 
subject. 

COMMISSIONER ANGUS: Q. What would be the 
purpose of that study, the detailed study by the Board? 

A. To determine what the rates on grain and grain 
products should be, not only in fairness to the rates on 
grain and grain products, but also in fairness to the 
rates on other traffic. 

MR. CARSON: In the submission on page 189 


there are two sentences which follow up, Dr, Angus, and 


they read: 
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"In developing the cost of handling grain 
in Western Canada Canadian Pacific has voluminous 
working papers. These can be made available to 
the Commission if desired, and, of course, would 
be available to the Board on any study that they 
may undertake." 
In so far as making them available to the Commission is 
concerned, that has been ruled out. But that same 


study would be available to the Board. 


(Page 15270 follows) 
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COMMISSIONER ANGUS: My understanding 
this morning was that the rate on grain which 
would replace the Crow's Nest Pass rate would be a 
special commodity rate. I think that was your 
point? 

oe. et. 28 PL Ent. 

Q@. Is it usual in the case of rates of that 
type to have them preceded by a study by the 
Board in order to determine their level? 

A. No, sir. 

Q. That is why I asked, was there to be a 
study in this case? 

A. No, I think I could answer that by saying 
that if we were free to ourselves to say what the 
rates on grain and grain products should be, we 
would change it, but we are not. We ask that 
the Act be changed and in changing the Act that 
the Board say what the rate should be. 

Q. In the same way in which it says what 
other rates should be? 

A, <Xes. 

Q- Does not that mean fixing the class rates 
rather than the special commodity rates? 

A. Yes, but ET don"t think we would want the 
BOard to set all our rates. 

Q. No? 

A. I don't think it would be a good thing. 
As I understand 4t all we are saying here, is that 
in view of the eircumstances of the Crow's Nest 
Rates, if the Act is changed, that instead of the 


railways setting what the rate should be on grain 
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and grain products, let the Board settle the rate 
and then everybody would be satisfied. If we set 
the rate ourselves the public will complain that it 
is too high. The Board has got te do it in the end 
anyway, so they might as well set it first. 

Q. iI can see the point of that, but I am 
merely asking, are you saying the Board should 
do something «in respect to these rates which it does 
not ordinarlly do in respect of other rates? 

A. We are, yes, sir. 

MR. EVANS: I think I might point out, my 
lord, that the language - - 

THE CHAIRMAN:, The Board is now charged 
with the revision of the freight rates. 

MR. EVANS: Yes. 

the 
THE CHAIRMAN: ButAtatutory provision here is 
expressly excluded from their study. 

MR. EVANS: Yes. 

THE CHAIRMAN: That is, they have to 
prepare a structure which will not interfere with 
that. Do you want to say something? 

MR. EVANS: Iwas just going to say in 
answer to Dr. Angus, that the language there is 
simply that we would expect it. I think it is only 
fair to say that having regard to the prominence 
given to this subject and having regard to the very 
large proportion of the total traffic represented 
by this commodity, we say we expect it rather than 
we ask the Board to do it. That is all we mean by 


that. 
MR. FRAWLEY: Now, Mr. Chairman, if I may 
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say so with respect, Dr. Angus has raised an exceedingly 
important point, and I would like to know if the 
Canadian Pacific is asking, in addition to the 
deletion of these sections, another amendment to 
the Railway Act which would give the Board power 
with regard to special commodity rates which they 
have not now got; because my submission is that once 
these seetions are taken out of Section 325, 
Mr. Jefferson is as free as the birds to fix a rate 
On grain the next day. There cannot be any question 
about that. He does not have to go to the Board. 
Now, my friend says this is very important traffic. 
Has the Act to be amended to give the Board a power 
with respect to this traffic that they have not got 
with respect to other traffic? I think we should 
know. 

MR. EVANS: My friend is, if I may say so, 
tilting at the windmill, because quite obviously 
if the Board is free in regard to these rates, my 
friend, Mr. Frawley, and my friend, Mr. MacPherson, 
and my friend, Mr. Shepard, with all theiz people 
will descend on the Board in a cloud and ask for 
any class rate that they think is too high, to be 
reduced to some kind of proper commodity basis. That 
is why we say we fully expect that a matter of this 
importance will receive special study by the Board, 
and we are quite prepared to face that. 

MR. FRAWLEY: Now we have got class rates 
brought into it. Mr. Jefferson told us this morning 
it would be a commodity mileage rate. 


MR. EVANS: Mr. Frawley, are you trying tc 
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be obstructive? 

MR. FRAWLEY: Not at all, that is the record. 

MR. EVANS: There was a suggestion that if 
the railways were free, there would be a class rate 
and they would be free to set a commodity rate or 
not as they choose; and I was simply meeting it, that 
4f we did choose to do that sort of thing (which you 
apparently fear) there would be a cloud of people 
descending on the Board to have a special commodity 
rate fixed, and we would expect that. 

MR. MacPHERSON: That is to say, so.far as 
the railway is concerned, it would make the rate 
and would file it, and then if there was an objection 
by Mr. Frawley or anyone else they would appear 
before the Board and resist it. So far as the Act 
4s concerned there is no suggestion of any amendment 
of the Act as it now exists. 

THE CHAIRMAN: Is the trend of your 
statements, Mr. Frawley and Mr. MacPherson, this, 
that if any rate making is done according to the 
desires of the Canadian Pacific Railway, it should 
then be coupled with a provision that in this 
special case the Board should be the body to fix - - 

MR. FRAWLEY: That is certannly my sub- 
mission as I gather Mr. Jefferson is now saying to 
the Commission. 

THE WITNESS: I did not say that. 

MR. EVANS: If my friend would like to 
submit what might be a proper qualification, I 
would be glad to go into it and express an opinion. 


MR. FRAWLEY: You make the qualification. 
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You have introduced it. 

THE CHAIRMAN: Mr. Evans makes no 
qualification. He simply says, repeal any restric- 
tions on the Board and leave its hands free as to 
rate. 

MR. FRAWLEY: That is right, and that is 
all I want to emphasize. 

THE CHAIRMAN: And if you do advise that 
any recommendation be made that this request for 
amendments be acceded to, it should be coupled with 
some provision that the Board itself would immediately 
then and there become - - 

MR. FRAWLEY: No, I am not going that far, 
no sir. However, we will have to accept the 
Bean ie these are taken out of the statute we 
are in the hands of the railways, that is all. 

MR. EVANS: Oh, no. 

MR. FRAWLEY: That is absolutely right. 

MR. EVANS: It is not. 

MR, FRAWLEY: It is both right and true. 

THE CHAIRMAN: I thought you were saying - 
what was your complaint then? 

MR. FRAWLEY: I just wanted the record 
clear. I took it the railways were now saying 
that we put the Board into the fixing of this rate, 
and they are not in the fixing of other commodity 
rates, and if that is so, the statute will have to 
be amended, that is all. 

MR. EVANS: Surely my friend has read Section 
325 (1):- "The Board has power to disallow any 


rate and to fix 4 rate in lieu of that rate. 
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THE CHAIRMAN; Yes, well, I guess Mr. 
Frawley knows that very well. The point is this, 
that if your amendments are granted, then you your- 
self would begin by fixing a rate. 

MR. FRAWLEY: Certainly. 

THE CHAIRMAN: And that those who would 
not like this new rate would then appeal to the Board 
about it, He says that would be the condition that 
would arise from a simple repeal of this provision, 
and that is so, there is no question about that. 

So I asked him, I thought perhaps from what he had 
said earlier, that the vende nie veinavacayapel if these 
sections are to be repealed, then it should not be 
done without providing expressly that the Board 

should be the body to fix new rates and not the 
railways themselves; but apparently Mr. Frawley is 
not interested in that. 

MR. FRAWLEY: That is quite right. 

MR. EVANS: There is no difference in the 
way the Board would have power - - 

COMMISSIONER ANGUS: If the railways 
themselves fix the rate, what is the meaning of the 
phrase:- "Before fixing the rates the Canadian 
Pacific would expect a most detailed study by the 
Board"? 

MR. EVANS: I think it means we would have 
to simply face that a thing that has created as 
much interest as this question would be the subject 
of a hearing before the Board, before any new rate 
was fixed; and we fully expect that our friends would 


come down and perhaps have conferences with us and 
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there would be a whole lot of discussion preceding 

the putting in of a rate. In fact it takes place 

all the time in ordinary rate making practice; the 
industry is consulted and industry makes recommendations 
to the railways before the rate is put in. I am 

right in that am I not? | 

THE WITNESS: Yes, sir. 

MR. FRAWLEY: My friend, Mr. Evans, is 
not very precise, because he refers me to Section 
325: " The Board may disallow any tariff...". So 
first we have the tariff, which Mr. Jefferson and 
Mr. Evans would fix. Then he thinks we would not 
like it so we go to the Board and ask for it to be 
disallowed. That is so, but it has been their doing. 
It comes back to what I said, that the railways 
will fix this rate as they think fit and then it becomes 
the power of the Board to disallow it. That is quiz 
a different matter. 

THE CHAIRMAN: And power in the Parliament 
to amend. 

MR. FRAWLEY: To amend the Railway Act, 
yes, and to give the Board in this particular case 
some special power. 

MR. CARSON: But you are not asking that. 

MR. FRAWLEY: No, I am not. I am just 
wanting to know what you ask for. 

MR. CARSON: We are very clear. 

MR. FRAWLEY: It is not very clear from 
page 89 if I may say so with respect. 

COMMISSIONER ANGUS: I am afraid I am 
phrasing my questions very badly. At the outset of 


this discussion, I began by saying, that if certain 
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sections were repealed, would it still be something 
that could be argued before the Board when the 
background of these rates could be taken into 
account in determining what the future rates on 
grain products should be? My understanding is that 
the answer to that was no, that it would not be 
something that could be argued before the Board, 

and they would have to treat this rate in the same 
way as other rates. 

MR. EVANS: Yes. 

COMMISSIONER ANGUS: This seems to be to 
some extent a departure from that,that the Board 
would make a thorough study presumably with a 
view to giving effect to some of these prirciples. 

MR. EVANS: Yes. 

COMMISSIONER ANGUS: What would those 


principles, be? 


(Page 15279 follows} 
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MR, EVANS: Well, I think to begin with 
the value of service principle requires that they should 
pay at least out of pocket costs and some additional 
contribution. 

Now, es I said, it might be the system on 
the part of the Board and on the part of my friends to 
see what the out of pocket costs were. And since we 
have this study I should think the Board would want to 
have the benefit of it. There are certainly other 
aspects they would want to look into. They might want 
to consider, for example, the illustration which Mr. 
Jefferson just mentioned es to whether in view of certain 
circumstances there should not be an export rate lower 
then 3 domestic rate or lower in Western Canada than in 
Eastern Canada. There are no such distinctions todoy. 
They might want to look into that. There are a lot of 
things thet have to be studied and we are quite prepared 
that that study should be made. 

COMMISSIONER ANGUS: Would thet bring the Board 
at all closer to some sort of economic planning or is it 
Suggested that it should? 

MR. EVANS: No, I think not. It depends on 
how far they are going to study it. If they are going 
to study it from the standpoint of the historical 
background and the economic planning viewpoint without 
regard to the user principles of rate making, I would say 
yes, but we would expect the Board in the event that 
this legislation is passed, as we suggest it should be, 
to give consideration to the same principles in connection 
with rate msking ag it gives now in any other respect 


and those are quite adequate to take cere of 


the necessity for # lower export rate. They do that 


all the time; it i:s s recognized practice. 
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THE CHAIRMAN: Do I understand this peragreph 
to mean then that you would have thet study made exhaustively 
before any new rates are fixed? 

A. MR. EVANS: We sre quite prepered to have them 
studied in thet way. 

THE CHAIRMAN: You begin that way; you sey 
" __‘pefore fixing retes on grain end grain products --" 

MR. EVANS: We are quite prepared to say that. 

THE CHAIRMAN: Do you mean before the railways 
set to work to fix the rates or before that? 

MR. EVANS: We are quite prepared -- I do 
not recommend it but we are quite prepared as these 
words indicate to have that done before we have a new 

rate set. 

MR. FRAWLEY: Where is the legislation 
authorizing that procedure? I have been unable to find 
1 Be 

THE CHAIRMAN: There is none now. 

MR. FRAWLEY: No, none now. 

THE CHAIRMAN: Wheat would be required would 
be on Act of Parliament. 

MR. EVANS: Except that that is one of the 
most usual practices in developing these commodity rates 
today. 

THE CHAIRMAN: Do you wait until the Board 
enquires for you first? 

MR. EVANS: No, sir. 

THE CHAIRMAN: But here you ere saying thet you 
would. You sey : “Before fixing the rates on grain 
and grain products" which I take to mean the new rates 
thet would teke the place of these Crow's Nest Pass 


rates. 
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MR. EVANS: I am sorry to be sat cross-purposes. 

THE CHAIRMAN: Oh, I think I can reed this on 
its very working without entering into sny cross- 
purposes. You do say "Before fixing the rates on grain 
and grain products in Western Canada the Canadian Pecific 
would expect s most thorough and detailed study by the 
Board." Isn't that simple? 

MR. EVANS: Quite simple; I am having no diffi- 
culty with thet but what I started to sey wes that my 
friend Mr. Frawley seems to think that the reilways would 
put in e tariff without consulting anybody. Now, ali 6 
am saying is that the usual practice in fixing commodity 
rates is that industry consults with the railways before 
they have any rates at 911. Now, as I have said, we fully 
expect and we ere quite prepered to face a study by the 
Board to find the level of those rates. 

THE CHAIRMAN: And to be completed before you 
would fix your rates? 

MR. EVANS: Yes, sir. 

THE CHAIRMAN: Well, as Mr. Frawley says there 
is no compelling legislation now, it would have to be 
new Megislation. 

MR. EVANS: What I om saying to my friend Mr. 
Frawley is what other guarantee of good faith do they 
wamt ,because if we did not do it that way,we would have 


to face an enquiry, we would have to face complaints and 


my friends would certainly not be backward in bringing 


£ orward complaints. 
MR. FRAWLEY: I just wanted to know what the 


Canadien Psecific's position is when these statutes are 


struck out? 
THE WITNESS: We do not need any new legislation, 
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THE CHAIRMAN: I think I understand the 
position. I think the rsilwoy realizes thet if their 
amendments are granted, then these rates ere thrown into 
the same position 3s other rates and the reilways could 
fix them,but that they will not fix them in this case,or 
rather,they would ask the Board before they fix the rates 
to have a complete study made to see whet the rates ought 
to be,and they have material on hand which they are 
prepared to make available to the Board to effect this 
study. Is that your attitude? Have I properly set out 
your point? 

MR. EVANS: I think so. 

THE CHAIRMAN: I just want to make sure I am 
not being mistaken, that is to say, that if the amendments 
you asked for ere granted, then these rates do fall into 
the position that Mr. Frawley describes but that in this 
case in view of their importance, the railway would not 
fix new rates until the Board had been given san opportunity 
to make a study of the situation end to see what these 
new rates ought to be,and that the material which you 
Say you have on hand which would assist the Board you 
are willing thet they should have. You say in the case of 
carrying grain in Western Canada the Canadian Pacific have 
voluminous work papers and these would be made available? 

MR. EVANS: May I ask Mr. Jefferson as 2 matter 
of policy whether he wants me to agree to that? If he 
wants an agreement I want to have e word with him and 
then I will tell your lordship. (Consults with Mr. 
Jefferson) I can sey that we will egree to that es a 
qualification. 

MR. FRAWLEY: And we will have the Act amended 
accordingly then? There is no place for the Board to 
undertake this preliminery study at all. 

MR. EVANS: That is nonsense. 
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MR. FRAWLEY: It is not nonsense; it is 
Simple legisletion. 

COMMISSIONER INNIS: I was wondering if Mr. 
Evans had been pushed a little further than his word 
"expect"? 

MR. EVANS: I have been. We ere quite prepared 
fo have that made a condition. 

THE CHAIRMAN: Do you mean by legislation, if 
necessary? 

MR. EVANS: I think, so, yes. 

COMMISSIONER INNIS: Assuming thet is the case, 
as a hypothetical illustration, do you think you would 
get agreement on whatever rate investigation was made 
on the rates? 

MR. EVANS: If I had to wait to get agreement 
from my friends I could not give such an undertaking. 

But I am quite prepared to leave it to the Board and they 
will make a study end fix the rates on the ordinary 
principles of rate making. 

COMMISSIONER INNIS: Do you think the provinces 
would be content to receive the decisions of the Board 
or would there be on appeal immediately to Parliament or, 
if not to Parliament, to the Supreme Court? " 

MR. EVANS: You meen my friends! appeal? 

COMMISSIONER INNIS: Yes. 

MR. EVANS: They may do; they are very difficult 
to keep down. They may not be satisfied with it. I am 
merely saying thet we would be agreeable to it and I 
cannot speak for my friends. The only reason we would 
want to teke an eppeal was if there was some legal 


principle misapplied and we would want to hawe that 


straightened out. 
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COMMISSIONER INNIS: But in the finel analysis 
there would be a resort to this principle of appeseling 
to the Governor in Council and to Parliament? 

MR. EVANS: I should hope that perhaps by that 
time my friends would be -- 

MR. FRAWLEY: Beaten down. 

MR. EVANS: Would be satisfied with the whole 
thing. 

MR. CARSON: I hope by that time, sir, that 
52.1 is repealed. 

Now, I want to come to another subject and that 

is mail and that is dealt with in Part I of the 
Submission at Page 189 and 196, and then it is also dealt 
with in Paragraph 82 of the outlined submissions. 
When I say "mail", Mr. Jefferson, I have just used the 
word labelled to Paragraph 82 of the outline submission 
which covers mail. Perhaps I should just read 82: 

"Canadien Pacific submits that a recommendation 

Should be made that Section 351 of the Railway 
Act should be amended so that the rates to be 
charged for the movement of His Majesty's mail, 
His Majesty's Naval or Military forces or Militia 
and all artillery, emmunition, provisions or 
other stores for their use, and all policemen, 
constables, or others travelling on His Majesty's 
service, shall be brought within the jurisdiction 
of the Board of Trensport Commissioners. An 
appropriate emendment should elso be recommended 
to Section 80 of the Post .O0ffice Act." 

My lord, I wamt to substitute, if I may, 3 
peregraph for the first peregreph on Page 190 end I have 
not got it written out except in my own copy and if 


I can read it into the record I think it is very cleer 
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what it is designed to do. The previous psragraph which 
will be struck out commences with "Canadian Pacific 
submits --" down to the end of "Board of Transport Com- 
missioners for Canada", that is seven lines, and it will 
now read this way: 

"Canadien Pacific submits thet a recommendation 

‘Should be mede that Section 351 of the Railway 

Act and Section 80 of the Post Office Act be 

emended by edding at the end of each section the 

words: ' save that the terms snd conditions as 

to compensation to be paid to the Company shall 

be such as may be determined from time to time 

by the Boord of Transport Commissioners for Cenada'". 

Now then, would you indicate in your own way, 
Mr. Jefferson, what lies behind this recommendation. I 
think you think it should be discussed in two perts? 

A. Yes, sir, I think this subject should be 
discussed in two ports: first, a recommendation that 
Section 351 of the Railway Act and Section 80 of the 
Post Office Act should be amended in o manner that will 
give the Board of Transport Commissioners jurisdiction 
over the rates charged for the carriage of His Majesty's 
mail; second, a recommendation thet Section 351 of the 
R-ilway Act should be amended in a manner that will give 
the Boord of Transport Commissioners jurisdiction over 
the rates charged for the movement of His Majesty's naval 
or militery forces or militia snd all ertillery, ammuni- 
tion, provisions or other stores for their use, end all 
policemen, constables or others travelling on His Majesty's 
service. 

Q. I am just goin§' to pause, 2 minute, Mr. 
Jefferson, to reed Section 351 and Section 80 3s they 
appear at Page 190 end then indicate how this qualification 
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Will Tis: into: then. 
A. Yes, sir. 
Q. 351 reads: 

"His Majesty's Mail, His Majesty's naval 

or militery forces or militis, and 9ll artillery, 
ammunition, provisions or other stores for 
their use, and 311 policemen, constables, or 
others travelling on His Majesty's Service shall, 
at all times when required by the Postmaster General 
of Canada, the Minister or Deputy Minister of 
National Defence, or any person having the 
Superintendence and command of any police force, 
respectively, be carried on the railwey, and with 
the whole resources of the Company if required, 
on such terms and conditions and under such 
regulations es the Governor-in-Council makes. 

Now, we . propose to add to that these words: 

"save thet the terms and conditions as to 

compensation to be peid to the Company shall 
be such os may be determined from time to time 
by the Board of Transport Commissioners for 
Canada." 

The purpose of the amendment which will be 
apparent is simply to lift over to the Board the 
jurisdiction over the compensation, 

COMMISSIONER INNIS: Does the Canedien National 
agree on this? I have forgotten. 

MR. HART: Yes, you will find 9 statement along 
the same lines es this in the Canadian Netional brief. 

MR. CARSON: Then, Section 80 of the Post Office 


Act reads: 
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"Canada mail and persons travelling 
therewith on postal service, or any duly 
accredited official of the Post Office De- 
partment of Canada, shall, et all times when 
thereunto required by the Postmaster General, 
_be carried on any steamship or steamboat navi- 
goting the waters of Canade and on any railways 
in Canada, end with the whole resources of the 
railway company, if required, on such terms 
and conditions and under such regulations as 


are made by the Governor in Council." 
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Then we propose to add to that: 
"Save that the terms and conditions as to 
compensation to be paid to the company shall 

be such as may be determined from time to 

time by the Board of Transport Commissioners 

for Canada." 

It is the same qualification as in the case of the other 
section. 

Q. Now then, Mr. Jefferson, have you a statement 
showing the rates charged for the carriage of mail in 
Canada? 

Re Yee; Sir. 

MR. CARSON: That will be Exhibit No. 168. 
EXHIBIT NO. 168 -- Statement showing rates 
for carriage of mail in 
Canada. 

Q. Would you just go on to describe just what it 
shows? 

A. This statement shows the rates charged for the 
carriage of mail in Canada as made effective by order in 
council FP. C. 211, February 1st, 1914, as made effective 
by order 4n council P. C. 379, March 1st, 1921, as made 
effective by order in council P. ©. 1896, June Ist, 1922, 
and as proposed by the railways, November 29th, 1948, 
supported by a further submission of May 3rd, 1949. 

Q. Would you explain the exhibit? 

A. The exhibit shows there was an increase made in 
the rates for the carriage of mail effective March lst, 
1921, by authority of order in council P. C. 379. 

Q. Can you say what procedure was followed in 
obtaining that increase? 

A Early in 1917 the railways made represenations 
sentations to the Postmaster General requesting 
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an increase in rates. The application was referred to 
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the Board of Railway Commissioners by order in council 
P, C. 617 of March 7th, 1917. The Board investigated 
the matter and submitted a report to the governor in 
council on July 5th, 1919, The recommendation of the 
Board was not made effective wmtil March ist, 1921, or 
one year and eight months after the recommendation of 
the Board had been received. Furthermore, when the 
Board's recommendation was implemented by the Postmaster 
General it was not made retroactive to the date of the 
application in 1917 or the date of the Board's recom- 
mendation, July 5th, 1919. 

Q. What was the procedure in the case of the rates 
that were made effective by order in council P.C. 1896 on 
June lst, 1922? 

x These rates were made effective on the basis 
of a recommendation of Mr. R. A. C. Henry of the 
Department of Railways and Canals who had been assigned 
to the task of investigating the railway mail pay rates 
by mutual agreement between the railways and the Post 
Office Department. 

Q. Mr. Jefferson, before we leave the exhibit, is 
there anything you wanted to explain about it, or is 
it clear on the face of it? 

i Well, the exhibit shows -- 

Q. You have given us the dates at the head of the 
four columns? 

A. Pardon? 

Q. You have given us the dates at the top of the 
four columns and the numbers of the orders in council? 

ns This exhibit shows the rates charged for the 
carriage of mail for the different kinds of service show 


in the exhibit. That is, it shows the rates per car 
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mile for 60-ft. and 30-ft. postal cars, for a 60-ft. 
Storage car, then for baggage car space of 30 Ft. units, 
15 ft. units, 7 ft. units and 3 fuscia tes Then the 
lower part of the exhibit shows the charges for special 
mail trains. I might also say that there was very 
little change, if any, in the rates made effective on 
June Ist, 1922, under order in council P.C. 1896 in 
comparison with the rates which were made effective 

on March 1st, 1921, under order in council ?.C. 379. 

Q. Now, I gather from this exhibit that the current 
mail rates have been in effect since June lst, 1922? 

A. That is right. 

Q. Without any increase? 

A. Without any increase, yes, sir. 

Q. Have you made any effort to have mail pay rates 
increased between June lst, 1922, and the railways' 
application of November 29, 1948? 

A. Yes ,~8ir. 

Q. That is the pending application, the one dated 
November 29, 19482? Am I right about that? The appli- 
cation of November 29, 1948, is still pending? 

A. Ths tle wiley, 

Q. I wanted to know if there had been any effort 
between 1922 and that date? 

Sus The railways made an application for an increase 
in rates under date of September 9th, 1929, and that 
application is contained on page 117 of the Appendix to 
Part I. 

Q. That is a letter from the general secretary of 
the Railway Association of Canada to the Honourable 
P. J Veniot, Postmaster General of Canada, dated the 
9th of September, 1929? 
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Q. I shall not take the time to read that letter, 
but what was the result of that application? 

Ns There were protracted negotiations and an 
agreement by the Postmaster General at that time under 
date of December 18, 1930, to recommend to the governor 
in council the appointment of a committee of arbitration 
to consider the question of costs and submit a report. 
The railways were never able to have this arbitration 
proceeded with, 

Q. I think you told me there had been no increase 
Since June 1st, 1922? 

A. Yes, sir. 

Q. And the pending application took the form of a 
letter that is set out at page 118 af the Appendix to 
Part I. That is a letter dated November 29th, 19487 

A. Yer, “Siar: 

Q. What is the status of the present negotiations 
with the Postmaster General's department for an increase 
in mail pay rates? 

A. The present application made by the railways 
on November 29th, 1948, was considered by the 
Postmaster General, and after protracted correspondence 


and discussions the Postmaster General wrote to the 


Chief Commissioner of the Board of Transport Commissioners 


on August 15, 1949, requesting the assistance of the 


Board in endeavouring to reach common ground with the railways. 


Q. I think I will ask you to read that letter, tf 


you will, Mr. Jefferson. 


to file it as an exhibit. 


COMMISSIONER INNIS: That is not the same as the 


9th of September letter? 
MR. CARSON: This is August 15th, 1949. 


The other was 1929. 
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THE CHAIRMAN: 19299 

MR. CARSON: Yes. I asked Mr. Jefferson whether 
they had made any effort between 1922 and this pending 
application in 1948 and he said yes, we made an appli- 
cation for an increase in rates under date of September 9, 
1929, and that is the letter that is set out at page 117 
of the Appendix to Part I. That is the 1929 application. 

COMMISSIONER INNIS: That is on the 9th of 
September? 

MR. CARSON: 1929, 

COMMISSIONER INNIS: The same date as given on 
page 193 for the other in 1949? 

THE CHAIRMAN: On page 193 you refer to a 
letter dated the 9th of September, 1949, 


THE WITNESS: That is another letter entirely. 


= 


THE CHAIRMAN: Exactly twenty years apart. 

din WITNESS: Yes, sir. 

MR. CARSON: Plus one day. 

THE CHAIRMAN: No, the 9th of September. 

MR. FRAWLEY: Every twenty years they try to get 
a little more money. 

MR. CARSON: Oh yes, your lordship is quite 
right. 

THE WITNESS: It is the same date but a different 
year. 

THE CHAIRMAN: You have not set out in the book 
the first letter of 1929? 

MR. CARSON: Yes, we have; it is in the 
Appendix at page 117. 

THE CHAIRMAN: What is that letter? 

MR. CARSON: In the letter of August 15, 1949 -- 


THE CHAIRMAN: We are interested in the one of 


1929. 
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MR. CARSON: I think it would not be wasting 

time to read that letter, if. I may. It reads: 

"The Railway Association of Canada, on 
behalf of member rebaehers has been giving 
thought to the question of remuneration received 
from the Canadian Government for the carriage of 
-mails. Preliminary figures that have been 
taken out by the two major railways -- the 
Canadian National Railways and the Canadian 
National Railway -- indicate a very considerable 
deficiency in revenues to meet expenses. For 
instance, on the Canadian Pacific Railway these 
figures indicate a deficiency of 11.34¢ per car 
mile, while on the Canadian National Railways the 
deficiency is approximately 16.11¢ per car mile. 
On the ground that the revenue from each service 
rendered by the railways should at least meet 
the expenses involved and provide for some 
proper return on the investment, it appears 
desirable from a railway point of view that the 
rates and conditions under which the mails are 
now carried by the Canadian Railways should 
pe reviewed, with the object of revision. We 
therefore respectfully request that the matter 
be given consideration by yourself, to the end 


that the subject be dealt with by such body 


a —_— — a 
: = ———— - SE 


as you desire reached, if possible, for such 


increase in rates aS may more nearly compensate 


the railways for the service now being performed," 
In reference to that, Mr. Jefferson said there were 
protracted negotiations and an agreement was made with 


the Postmaster General under date of December 18, 1930, 
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to recommend to the governor in council the appointment 
of a committee of arbitration to consider this matter 
and to submit a report, but he Says the railways were 
never able to get that arbitration proceeded with. 

That was the 1929 situation, Mr. Jefferson? 

THE WITNESS: Yes, sir. 

MR. CARSON: Then I asked you about the present 
application that was launched on November 29, 1948, by 
means of the letter that is set out at page 118 of the 
Appendix. 

THE CHAIRMAN: In the meantime between these two 
applications, the one in 1929 and the one in 1948, was 
anything done at all towards changing the rates or have 
they remained the same? 

MR. CARSON: QQ. The Chairman would like to know 
whether between what started in 1929 by that September 
letter and your application on November 29, 1948, 
anything was done to change the rates, any application 
made, or what was happening in that interval? 

A. My understanding is that there was not any 
application to the Postmaster General for an increase 
in mail rates between 1929 and 1949. 

THE CHAIRMAN: a. Was any phineet tit fact made 

in the rates, or did they remain the same during those 


twenty years? 


te They remained the same; they have not been 


changed. 
Q. And they are the same to-day? 


A. Yes, as they were in 1922. 
MR. CARSON: 1922, as shown on Exhibit 168. 
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---Upon resuming: 1 Mr. Jefferson, in ch 


MR. CARSON: Q. Mr, Jefferson, you told the 
Commission that since this application was submitted by 
& letter of November 29, 1948, there had been protracted 
correspondence and discussions, and that the Postmaster 
General wrote to the Chief Commissioner on August 15, 
1949, requesting the assistance of the Board in an endeavour 
to reach common ground with the railways. I would like 
you to read the letter dated August 15, 1949. 

As I read: 
"15th August, 1949. 
The Chief Commissioner, 


Board of Transport Commissioners for Canada, 
Ottawa, Ontario. 


Dear Sir: Attention of Mr. Armand Sylvestre, K.C. 

Representations have been made by the Railway 
Association of Canada for an increase in the rates 
payable to the railway companies for the trans- 
portation of mail. 

These representations have been studied by the 
Deputy Minister in conjunction with the departmental 
officials, and several meetings have been held be- 
tween the representatives of the railways and 
officers of the Department. 

The Department's views do not coincide with 
those of the railway companies, and consequently 
it was agreed at the last joint meeting to seek the 
assistance of the Board of Transport Commissioners 
in an endeavour to reach common ground. 

I very much appreciate your willingness to 


e this review, and I am enclosing @ brief 
A 


undertak 
giving both sides of the case as we see it. 


copy of this letter and the brief 1s being 


forwarded to Mr. Jd. A. Brass, General Secretary 


of the Railway Association of Canada, for his 
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information. 


No doubt you will wish to obtain data from 
both the departmental officials and from the 
representatives of the Railway Association. Need-= 
less to say, the appropriate officials of the 
Department will be available when required, and I 
am sure that the railway companies will be glad 
to do likewise. 

The Railway Association attaches a great deal 
of importance to the urgency of this case and, 
therefore, I would ask that the subject be given 
the consideration of the Board at the earliest 
possible moment, and I shall be very glad indeed 
to be advised of your findings. 

Yours truly, 
(Sgad.) Ernest Bertrand, 
Postmaster General." 


Q. In the middle of the letter which you have just 


read, Mr. Jefferson, the Postmaster said: 


"| | T am enclosing a brief giving both sides 


of the case as we see it." 


You did not write that brief, or your side OF “LCF 


A. I did not, personally. 
Q@. I take it that it was a brief which was pre- 


pared in the Postmaster General's Department, putting 


poth sides of the case as they saw it? 


A, I understand that the Postmaster General sent 


to the Chief Commissioner of the Board of Transport 


Commissioners the submission which the railways made 


to the Postmaster General, as well as the views of the 


Postmaster General's Department. 
THE CHAIRMAN: Does the letter make it clear 


just what the Postmaster General wanted the Commission 
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to do? 

MR. CARSON: Well, he asked them for their 
assistance in an endeavour to reach common ground. 
This was merely a matter of arrangement. There was 
no statute or procedure under which it was being done. 

MR, CARSON: Q. That is right, is it not, 
Mr.. Jefferson? 

A, That is right, yes, sir. 
Q. Now then, what happened next? 
A. Upon inquiry -- 

THE CHAIRMAN: Q. Perdon me. Was that letter 
written having regard to the application by the Railway 
Association for a change in the law? 

MR. CARSON: No. This was long before there 
was any proposal for a change in the law. 

THE WITNESS: This was merely an application 
for an increase in the charges for the carriage of mail. 

THE CHATRMAN: Q. The Postmaster General, 
in the final result, had the say in the fixing of the 
rates? 


AY Thetigeright, 
Q. But he must have wanted the Commission to help 


him in arriving at the rates? 
MR. CARSON: Your lordship will appreciate 
that under the legislation as it now stands the 


Governor in Council fixes those rates, 


THE CHAIRMAN: That is right. I just wanted 
to make sure what the Minister intended the Commission 
to do when he wrote to them. Apparently he wanted a 
suggestion from them as to what the proper rates might 
be. 

MR, CARSON: Q. Mr. Jefferson says that in 


the next letter which he will read the position is 


clarified somewhat. You say the Minister wrote again 
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to the Chief Commissioner? 

Big ees, ea Es 

Q. On September 9, 1949? 

A. Yes. And I would like to say first that, 
upon inquiry by the railways as to whether the Board's 
investigation would be made under an Order in Council, 
the Minister again wrote to the Chief Commissioner on 
September 9, 1949, stating that this was not the 
intention. 

Q. Yes. Now, would you read that letter in 
full, because I think that only part of it is in the 
brief? 

A. Yes, sir. I read as follows: 

"9th September, 1949. 

The Honourable Mr. Justice M. B. Archibald, 

Chief Commissioner, 

Board of Transport Commissioners for Canada, 

Union Station Building, 

Ottawa, Ontario. 

Dear Mr. Justice Archibald: 

On the 15th of August my predecessor, the 
Honourable Ernest Bertrand, wrote you in regard 
to an increase in the rates payable to the 
Railway Companies for the transportation of mail. 

In clarification of the Department's request, 
might I say that it was not the intention to ask 
the Board of Transport Commissioners to give 4 
formal opinion as to the merits or otherwise of 
the request made by the Railway Association of 
Canada, but simply that the Board loan the 
services of its experts to study the factors 
and data on which the Railways base their 
claims for increased pay and give us the benefit 
of their experience and advice. 


The matter has been discussed on several 
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occasions by the representatives of the Railways 

and officials of the Department, but we have been 

unable to reach common ground. 

Naturally, the officials of my Department are 
not intimately versed in the complexities of the 
factors governing railway rates and, therefore, I 
feel sure that the assistance and advice of your 
experts would be of great help in our endeavour 
to arrive at a common understanding on which I 
could base a recommendation to my colleagues. 

Yours sincerely, 
(Sgd.) G. Edouard Rinfret, 
Postmaster General." 

COMMISSIONER INNIS: Had there been a change 

in ministers between those two letters? 

MR. CARSON: Yes. The Honourable Mr. Rinfret 

succeeded the Honourable Mr. Bertrand. 

MR. CARSON: Q. Then, have you got another 

letter to read in this series of correspondence, 
Mr. Jefferson? 

A. Yes, sir. I would like to read 4 letter 
which the Railway Association of Canad@ received from 
the Postmaster General, written under date of Ottawa, 
January 16, -- 

COMMISSIONER INNIS: Of this year? 

MR, CARSON: Yes, 1950. 

THE WITNESS: This letter was dated 

January 16, 1950, and is addressed to Mr. J.A. Brass, 
General Secretary of the Reilway Association of Canada, 
and it is signed by the Postmaster General. | It reads: 

"T have your letter of January 4th asking 
what progress has been made in the application 


of your Association for a 55% increase in the 
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current rate of payments for mail conveyance. 

As you know, at the request of your 
Association, this application was submitted to iis 
Board of Transport Commissioners but, as yet, we 
have had no official word on the subject. I take 
it, however, that the Board has been fully occupied 
with the freight rate enquiry which, as 4 result 
of action by the Canadian Pacific Railway, is still 
a most active question for reconsideration by the 
Board. There is too, the possibility that the Board 
shares our view that the Post Office rate application 
cannot be divorced from the action taken in the 
freight rates and they may well consider, therefore, 
that the more important application, namely, the one 
on the freight rates question, should be finally 
disposed of before they offer any opinion on the 
application for an increase in mail conveyance 
rates. 

Like you, we would like to see this matter 
brought to a final conclusion without undue delay, 
but we are not in any position to criticize the 
Board of Transport Commissioners for tardiness 
because of our appreciation of the difficult 
problems now before them. I would suggest, there- 
fore, that we will have to be patient until such 
time as the freight rates question is finally 


/ 


disposed of." 
MR. CARSON: Q. I did not want to read all 


the correspondence about this, because I thought it 
would take too much time, but there 4g an extract from 
an earlier letter quoted on page 193, dated the 10th 


of September, 1949, But I do not think it adds very 


much to what we already have, 
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Now then, you have read the letter of the 
16th of January. What has happened since then? 

A. Inquiries have been made of the Board of 
Transport Commissioners and the Postmaster General's 
Department with regard to the present status of this 
subject. 

The Board advises that the Postmaster General's 
Department are not waiting for‘an official report from 
any of its officers. The Board also states that its 
officers have made & verbal report to the Postmaster 
General's Department; and that no further report from 
them is to be made unless and until they again receive 
& request from the Postmaster General's Department for 
additional information or advice. 

THE CHAIRMAN: What are you reading from? 

MR. CARSON: This is something which happened 
long since the brief was prepared. 

THE CHAIRMAN: That is what I thought. 

MR. CARSON: @Q. I understood you to say: 

We went to the Board to see what the status was, and we 
went to the Postmaster General with regard to the 
present status. 

THE CHAIRMAN: Q. What did you read? 

A. It was just a statement which I prepared myself 
from notes which I had made. 

Q. It sounded like a letter. 

A. Might I add that only last evening I saw the 
Deputy Minister of the Postmaster General's Department. 
He said that he was going to address a letter to the 
Board of Transport Commissioners today insisting upon 
a formal report from the Board's experts. 


Q@. That is, 4 report in writing? 


A. I beg your pardon? 
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Q. He wants a report in writing? 
A. A report in writing, yes, sir. 

COMMISSIONER INNIS: That brings us up to date? 

MR. CARSON: Yes, 

MR, CARSON: Q. Now then, to summarize: What 
are the reasons which cause you to propose an amendment 
to transfer jurisdiction over mail rates to the Board of 
Transport Commissioners? 

Ans I might name three principal reasons: 

First, as I have stated, our experience in 
the past has been that there are almost interminable 
delays in obtaining consideration and disposal of our 
applications. 

Secondly, as the Postmaster General himself 
has stated in his letters, quoted on page 193 of Part I 
of our submission, his Department is not experienced in 
dealing with the factors governing railway rates, 1hi8 
evident that he must, in any event, call for our outside 
assistance. 

In the third place, it would seem desirable 
that the Board of Transport Commissioners should have 
jurisdiction over the rates charged for the carriage of 
mail, just as it has jurisdiction over the freight rates 
and other rates, so that there should be a proper 
balance maintained. This would avoid an increase in the 


burden upon the shippers and consignees of freight. 


(Page 15310 follows) 
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MR. CARSON: Q. Well, what sort of a 
position are you in now under the present form? 

A. Well, at the present time, we are in what 
I might say is just a dilemma. We just seem to be 
going around in circles and cannot get a decision 
from anyone. 

MR. FRAWLEY: But you are going to get a 
letter written today. 

MR. CARSON: There have been lots of letters 
written. 

THE CHAIRMAN: It is very easy to write a 
letter, Mr. Frawley. 

MR. CARSON: Q. Now, Mr. Jefferson, I want 
to ask you something about mail rates in the United 
States. I understand that in the United States the 
Interstate Commerce Commission has jurisdiction 
over the rates charged for the carriage of mails. 

Is that right? 
A. Yes, sir. This came about as a result of 
an Act of Congress dated July 28, 1916, which is 
quoted at page 194 of Part I of our submission. 
Q.  L.don*t think I need read that... The 
Commission will have that before them at page 194, 
but I would ask you, under what section of the Inter- 
state Commerce Act is such jurisdiction now conferred 
on the Interstate Commerce Commission? 
A. Section 321 of the Transportation Act of 1940. 
Q. Yes, have you a statement showing rates 
charged for the carriage of mails in the United States? 
Ae FSR Biss 


Q@. That will be Exhibit 169. 
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. EXHIBIT 169 ...filed by Mr. Carson 
Statement showing rates charged 
for carriage of mails in the 
United States. 

Q. What does this statement Show, Mr. Jefferson? 

A. This statement shows the rates charged for 
the carriage of mail in the United States as made 
effective on different dates from November 1916 to 
February 1947 and as proposed in applications now 
before the Interstate Commerce Commission. 

Q. Now, what increase has been granted the 
United States railroads for the carriage of mails 
Since 1922 when the present Canadian mail pay rates 
were made effective? 

A. The United States railrads were granted a 
15% increase in May 1925. 

GQ,» Yes. 

A. They have now applied for a 95% increase, 
upon which they have received a 25% interim increase 
which has been made erawsiica to 1947. 

THE CHAIRMAN; Where does that appear on 
the Exhibit? 

MR. CARSON: Well, the exhibit shows, my 
lord - first I want to ask Mr. Jefferson about this. 
Q. In the third column when you speak about 15% 
increase that was affective from May 1925, that 
was authorized in July 1928 but was made retroactive 
to May 1925? That is the 15% increase? 

A. Yes. 

THE CHAIRMAN: Is that set out on the 


exhibit? 
MR. CARSON: That is set out on the exhibit. 
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THE CHAIRMAN: What I did not find set 
out is this interim amount. 

MR. CARSON: Q. What his lordship is asking 
about is this. You have just told the Commission 
that the United States railroads have now applied 
for a 95% increase, upon which they have received 
a 25% interim increase which has been made retro- 
active to February 1947? 

As Yessir 

Q. And his lordship was asking where that is 
set out? 

A. The 25% interim increase is set out in the 
column headed "February 1947, Current Rates". 

THE CHAIRMAN: That includes the 25% increase? 

A. Wee, Bir. 

MR. CARSON: Q. That is on account of or 
interim in respect of the 95% application? 

A. Yes, sir, and the 95% increase as proposed 
is over the rates in effect prior to February 1947, 
that is, the 95% over the column "August 1928 to 
February 1947". 

Q. Yes, then you show in the last column what 
that proposed 95% increase would amount to in 
respect of these various services? 

fee That ds Tight. 

Q. Now, what does the overall increase in the 
United States amount to from 1922 down to the 
present time including this 25% interim increase? 

A. The overall increase since 1922 amounts to 
at the present time to approximately 44%. 


Q. Wes, as compared to your nothing. 
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A. That is right. 

Q. Now, are the rates charged for the carriage 
of mails in the United States comparable to those 
charged in Canada? 

A. W°ll, the rates charged in both countries 
are on a space system basis. 

THE CHAIRMAN: On a what system? 

MR. CARSON: A space system basis. 

THE WITNESS: A space system basis. They 
are not altogether comparable in that in Canada 
employees of the railways do not load and unload 
mail cars to the same extent as in the United States. 
The Canadian railways would expect to have this 
difference reflected in the rates. 

Q. Now, will you tell the Commission the 
purpose of the Exhibit 169 showing the mail rates 
in the United States, Mr. Jefferson? 

A. Well, the purpose of this exhibit was to 
indicate the complete consideration and @faposition 
given to applications for adjustments in mail rates 
when they are dealt with by a tribunal experienced 
in such matters and impartial in its approach. In 
addition interim increases are sometimes given in the 
United States when they are needed. In Canada on the 
other hand, one of our ere made in 1929 
was never disposed of. 

COMMISSIONER INNIS: Would you expect the 
Same system to operate as in the case of internationa 
joint rates if it were placed under the Board? That 
is to say, when the American I.C.C. raises the rates, 


would you expect, if this were placed under the Board, 
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that those rates would apply to portions in Canada 
which are linked up with the United States. 

MR. CARSON: The first question involved 
in that, I would suppose is: is there an international 
through rate in respect of mail as there is in the 
case of freight? I understand there is not. 

COMMISSIONER INNIS: But if it were placed 
under the Board, Sr CEA e there would be? 

A. I don't know. Mr. Allison tells me that in 
the handling of international mails the Dominion 
Government pays the charges to and from the Canadian 
border within Canada, and the United States 
government pays the charges to and from the border 
within the United States. 

Q@. Yes, I can understand that. That is inevi- 
table because they are under different jurisdictions. 

fae Yes; -ei7r- 

Q. But if it were placed under the Board - - 

A. I would not think it would alter the 
Situation at all. 

Q. You have not in mind any possibility? 

Ay HOpusar: 

MR. CARSON: 

- But you do not have this agreement as you 
do in the case of international freight rates? 

A. Freight rates. 

THE CHAIRMAN: Did I understand you to say just 
now, that in the United States the handling, the 
loading and unloading of the mail is done by the 
railway employees, whereas in Canada it is done by 


very few of the employees? 


MR. CARSON: Well, I think generally that 
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is so, that the railway employees do not load and 
unload to the same extent as in the United States. 

THE WITNESS: That is right. 

MR. CARSON: And he said he would expect 
to have that difference reflected in the rates. 

THE CHAIRMAN: Yes, I just wanted to make 


Sure s 


(Page 15318 follows) 


- 


ai We 7 


| an? dart? ae a _ 


4 ‘ 
sa, of 99. Saclay © 


& 


ah 


Nt 
» § 


+ STE 


-15318- Mr. Jefferson 


Q. Now then, Mr. Jefferson, coming to the subject 
of His Mejesty's forces and stores” whet have you to say 
with respect to rates cherged for the movement of His 
Majesty's naval or military forces or militia, all 
policemen, constables or others that travel on His 
Mejesty's service? 

a, The rates st present in effect sre +n conformity 
with the authority contained in Orders in Council, P.C. 
76/4055, P.C. 160/4055 ond P.C. 162/4055, issued under 
date of September 10, 1948, effective October 1, 1948. 

Q. And those are Orders in Council thet sere issued, 
I take it, under authority of Section 351 of the Reilway 
Act? 

Yes) sir: 

Q. Now, what have you to say with respect to the 
rates charged for the movement of artillery, emmunition, 
provisions or other stores for the use of His Majesty's 
naval, or military forces or militie? 

BY The Canadien Pacific Reilwey with the approvel 
of the appropriate depertments of the Government publish 
fourth cless rates for the movement of artillery, 
ammunition, provisions or other stores for the use of 
His Majesty's navel or militery forces or militia. 

These rates fluctuete up or down 2s the cless rates 
change and authority is not needeaifrom the Government 
for each change. To all intents and purposes these 
rates are already under the jurisdiction of the Boerd 
of Transport Commission, end in my view, they should 
be placed there by statute. 

Q. Now, I come tio another subject, Mr. Jefferson, 
and that is horizontsl or flat percentage increases in 


freight rates which sre deslt with in Part II of the 
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Canadien Pacific Submission, Pages 55 to 63 end commencing 
at Page He te becnee is made to this subject of 
horizontal o? flat percentage increases in freight rates. 
Whset have you to say about thet? 

Ay I would like to read pages 55, 56, and the 
first three lines at the top of Page 57. 

THE CHAIRMAN: We are on Volume II, ere we 
not? 

MR. CARSON: We are on Volume II, Page 55. 
Riiseiehnt, Nr. Jefferson. 

A, HORIZONTAL OR FLAT PERCENTAGE INCREASES IN 
FREIGHT RATES. 

This is a subject upon which a very great deal 
has been said during the regional hearings of your 
Commission and during the many hearings before the Board 
of Transport Commissioners in recent rate cases. 

It is alleged that such increases disturb existing rate 
relationships and that they have a more serious impact 
upon those producers who must compete with other producers 
closer to the common markets. It is argued that if 
general increases are necessary, they ought to be made 

by opplying flat increases in cents per hundred pounds or 
percentage increases with maxima fixed in cents per 
hundred pounds ond that these maxima are particularly 
necessary in the case of certain basic commodities. 

The princinal argument in support of the case 
against flat percentage increases hos been based on 
simple arithmetical calculations to demonstrate that 2a 
given percentage of 3 higher of two rates yields 2 
greater number of cents per hundred pounds by way of 
increase thon the same percentage applied to the lower 
rate. It is said that this disturbs existing reletion- 


ships because such relationships ere already established 
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-15320- Mr. Jefferson 


by the differential in existing rates in cents per hundred 
pounds. 

Th. argument proceeds to point out the large 
number of exceptions to flat percentege increases which 
have been orddred by the Interstate Commerce Commission in 
its judgments in recent years in general increase cases. 
Reference has frequently also been made to the opinion of 
the Duncan Commission on the subject. 

It is true that there have been 8 number of 
exceptions in the epplication of percentage increases in 
the United States. It is also true that the flat per- 
centage increase results in increases greater in cents per 
hundred pounds in the case of the more distant shipper 
than in the case of the shipper closer to the market. 

THE CHAIRMAN: I think this is es good place 


to adjourn. 


-~--At 4:40 p.m. the Commission edjourned until tomorrow, 
Wednesday, February 15, 1950, at 10:30 o'clock a.m, 
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